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Planning Department Budget Hearing of June 13, 2005; Land Use and 
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REQUESTED ACTION: 

Adopt a series of amendments to Council Policy 700-46, "Mills Act Agreements for Preservation 
of Historic Property," to reform the City's Mills Act Program and provide improved 
accountability and annual fiscal thresholds for new agreements (Attachment 1); and establish 
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provide full recovery of staff costs (Attachment 2). 

STAFF RECOMMENDATIONS: • 

1. Approve the following Mills Act Program reforms: 
• Add a fiscal threshold of $100,000 new tax revenue reduction to general fund on 

an annual basis 
• ' Authorize exceeding the threshold as part of the annual budget process, based on 

findings made by the City Council that the fiscal health of the City is such that 
additional reduction in tax revenue can be supported 

• Require a formal application process with a deadline of March 31st of each year 
for properties designated by December 31 * of previous year 

• Require the property owner to demonstrate substantial investment of the tax 
savings into the designated historic property through a 10-.year tailored work plan 
which may include costs of rehabilitation or restoration of the historic property 
necessary to achieve historic designation 

• Establish an inspection schedule for monitoring of Mills Act properties prior to a 
new agreement arid every 5 years thereafter prior to the renewal date to assure 
compliance with contract requirements 

2. Establish cost-recovery fees for: 
• public nominations of individual properties submitted for historic designation 

pursuant to Land Development Code (LDC)-Section 123.0202(a); 
• Mills Act Program agreement (revised fee); 
• Mills Act Program monitoring; and, 
• Mills Act Program enforcement. 
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3. • Apply the Program reforms and new fees to pending and future nominations and Mills 
Act Program agreements and the monitoring and enforcement fees to existing and future 
Mills Act Program agreements. 

4. Do not adopt fees for processing nominations of historic districts but apply the same 
Mills Act Program reforms and the agreement, monitoring and enforcement fees to 
designated historical resources within Districts. 

SUMMARY: 

BACKGROUND 

The Mills Act was enacted in 1972 by the State of California to enable local jurisdictions "to 
enter into contracts with property owners of qualified historic properties who actively participate 
in the restoration and maintenance of their historic properties while receiving property tax relief 
(see Attachment 3). The San Diego City Council adopted Council Policy 700-46 in 1995 "to 
provide a monetary incentive to the owners of historically designated properties in the form of a 
property tax reduction for the maintenance, restoration and rehabilitation of historic properties 
within the City of San Diego" (Attachment 4). The City's first Mills Act agreement was 
recorded in 1995. During the past 12 years the number of agreements has increased substantially 
and the program is the most active one within the State. As of the 2007 tax assessment, there are 
901 effective Mills Act agreements for historic properties within the City. 

Current Mi'iis Act Program 

The Mills Act Program agreement is a legal contract binding the owner of a designated historical 
resource to maintain the subject property consistent with the U.S. Secretary of the Interior's 
Standards, to provide visibility of the historical resource from the public right-of-way, and to 
improve or rehabilitate the property based on specific conditions included in the agreement. The 
agreement is recorded with the County which allows the Assessor to determine the property tax, 
based on a formula set in State Law that typically results in a substantial annual savings to the 
property owner. The average savings is 50 percent with a range of property tax reduction 
between 25 percent and 75 percent. This tax benefit, authorized by the State of California in 
Government Code Sections 50280-50290, has been available since 1995 and is authorized by 
Council Policy 700-46, "Mills Act Program Agreements for Preservation of Historic Property." 
This property tax reduction is the one financial incentive that can be offered citywide, excluding 
some redevelopment areas, to property owners of qualified properties as an incentive to maintain 
their designated historical resources. Other incentives may be available within redevelopment 
areas. 

When the Mills Act Program was set up in 1995, a monitoring system was not established. The 
Mills Act Program agreement is entered into for a period often years, with automatic renewal 
each year unless one of the parties proposes to end it. The City of San Diego may propose to end 
the Mills Act Program agreement if the property is not maintained in accordance with the U.S. 
Secretary of the Interior's Standards, or if other contract provisions are not met. Mills Act 
Program agreements that were entered early into the program have now existed for 12 years. 

With a Mills Act Program agreement, the loss of tax revenue to the City is offset by the public 
benefit of preservation of our important historical resources. Maintaining the significant 
character defining features of historic properties through a Mills Act Program Agreement is a 
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keystone of the overall program. In order to assure a Mills Act property is maintained as 
required by the Mills Act Program Agreement, periodic monitoring is necessary. Although 
alterations to designated historical resources are subject to regulation by the LDC, unauthorized 
alterations do occur. These are typically brought to the attention of code enforcement staff only 
if a neighbor or other community member reports the work. 

Fees 

The City of San Diego generally charges a fee to a property owner for services specific to their 
property. There is currently a maximum fee of $400 required from the property owner to process 
a Mills Act Program agreement. This fee is determined by the property value and does not 
sufficiently recover the cost to the City for this work. Designation of a property as a historical 
resource is a required prerequisite for an owner seeking a Mills Act Program agreement. A 
number of specific tasks are required to process the nomination and then the agreement. 

• The San Diego Municipal Code allows any member of the public or any City agency to 
nominate a property for designation as a historical resource. 

• The nomination and designation process begins with submittal of a historical resource 
research report addressing the significance of the resource and how it meets any of the six 
adopted designation criteria. 

• The report is reviewed by Historical Resources staff; the property is visited by staff to 
photograph and confirm its condition; a staff report to the Historical Resources Board 
(HRB) is prepared; and, a public hearing is held by the HRB to consider the merits of the 
designation request. 

• If the property is designated as a historical resource by the HRB, and other conditions are 
met, the property owner is entitled to enter into a Mills Act Program agreement with the 
City. 

• The cost to process these voluntary nominations is currently absorbed by the General 
Fund. 

• There is currently no formal Mills Act monitoring program in place and no fee in place to 
cover the City's cost of monitoring. 

• Major violations of Mills Act agreements are expected to occur in only a few instances. 
However, if violations of a Mills Act Program agreement do occur, the City must require 
a remedy and there is no fee in place to cover the cost of enforcement. 

Cost recovery fees for the historical designation process and the processing, monitoring and 
enforcement of Mills Act agreements are included in this proposal. The issue of cost recovery 
fees for the designation and Mills Act program components has been under review for more than 
two years. A formal proposal was taken to the Land Use and Housing Committee in 2006. 

Land Use and Housing Committee Direction 

On June 21, 2006, the LU&H Committee reviewed the issue of fees for nominations of historical 
resources and Mills Act Program Agreements (Attachment 5). Testimony was presented both in 
support of the proposed fees and in opposition. Support was expressed by the Chair of the HRB, 
community activists, historical consultants, and land use attorneys, with many speakers 
recommending the need for a fee exemption for those who may be unable to pay. The speakers 
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in opposition included historical resources consultants and a representative of Save Our Heritage 
Organization (SOHO). These speakers all felt that a full cost recovery fee would be a deterrent 
to homeowners nominating their own property for designation and taking advantage of the Mills 
Act incentive. Most opposition speakers suggested a nominal fee of $500 or less. A sliding 
scale and payment at the end of the process, rather than prior to staff work on the nomination, 
was also suggested. LU&H Committee members discussed the need for City programs to pay 
for themselves and the high overall satisfaction the public has with the historical resources 
program and recognized the benefit of the important Mills Act incentive. There was concern 
whether a fee would discourage homeowners, especially in areas already underrepresented by 
designated historical resources or lower income neighborhoods. The timing of the fee and a way 
to provide an exception in specified circumstances was also discussed. The LU&H Committee 
forwarded the issue of fees for nominations of historical resources and the Mills Act Program to 
the full City Council without a recommendation but with direction for staff to develop options 
related to the timing of a fee, and a way to accommodate those property owners who cannot 
afford to pay the fee. The issue of fees is now coming forward as part of the overall Mills Act 
reform package. 

Review of Current Program 
— • • * 

Review of the City's Mills Act program began in 2004 with a focus on changing the fee structure 
that would provide sufficient revenue to the City to pay the cost of the service being offered in 
preparation and monitoring of Mills Act agreements. This initial review of the program included 
an acknowledgement by the City that sufficient monitoring and inspection of Milis Act 
properties was not occurring. The fee structure developed at that time included the costs for staff 
time to monitor existing Mills Act properties along with time to prepare new agreements. 

As part of the review of the City's current process, staff researched how other California, cities 
and counties implement the Mills Act. A number of cities, large and small, throughout the State 
were contacted to obtain information about their programs. Categories of information included 
numerical limits, eligibility requirements, application deadline, contract requirements, inspection 
requirements, and fees. The data was compiled and compared to the City's program. Staff 
presented information comparing the City's overall Mills Act program with other jurisdictions' 
programs and the potential for changes to the HRB Policy Subcommittee during 2006 and 2007. 
A draft proposal for changes to the City's program was presented to the Policy Subcommittee in 
January 2008 (Attachment 6a). This early draft proposal addressed such issues as an annual limit 
to the number of new Mills Act agreements, increased eligibility requirements to participate in 
the program, an earlier application deadline, expanded requirements of the agreement, 
monitoring of agreements, and fees. 

There was much public interest and concern about the proposed changes expressed at the Policy 
Subcommittee meeting and to staff and the Mayor's office following the meeting. Opposition to 
any changes to the current program was strongly expressed by those individuals in attendance 
and through numerous phone calls, emails and letters to the City. Staff continued to research 
other jurisdictions' programs and refine the proposed changes, considering public input and the 
City's desire to increase the effectiveness of the program and assure compliance with 
performance requirements. A slightly revised proposal was presented to the Community 
Planners Committee in March 2008 (Attachment 6b). Again, concern about the proposed 
changes was expressed. 
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In order to provide the broadest public review and obtain the greatest public input possible, the 
HRB held two workshops, in April 2008 and June 2008. Every owner of a designated historic 
property or of a nominated property was notified by mail of these workshops. A very significant 
number of people attended the workshops. Many individuals expressed strong opposition to 
specific changes being proposed, particularly any limit to the number of new contracts and any 
new eligibility requirements. However, there was some general agreement with changes related 
to an earlier application deadline, need for tailored agreements that include appropriate 
maintenance and/or rehabilitation, an inspection schedule, and reasonable fees. 

In July 2008, the HRB held a public hearing on the proposed Mills Act reforms (Attachment 7). 
As with previous workshops, every owner of a designated historic property or of a nominated 
property, historic consultants, preservation organizations, and others who had expressed interest 
were notified by mail of the hearing. In addition to the Historical Resources staff presentation of 
the revised proposal to reform the Mills Act program, the Statewide Mills Act Coordinator for 
the California Office of Historic Preservation (OHP) presented comments on the proposal 
(Attachment 8). The OHP comments noted they have " . . . long applauded the robust nature of 
San Diego's Mills Act Prog^am.,, And they recognize the City has ". . . led the state in 
championing this important and affective fiscal preservation incentive." 

While recognizing the public's concerns for the proposed changes to the City's Mills Act 
Program, OHP stated that the proposed changes are in fact in line with current Mills Act policies, 
practices, and industry standards statewide and that the proposed changes meet the needs of the 
City's historic preservation goals within the framework established by the state law. Further 
stating, "By adopting an annual fiscal limit for new contracts, establishing eligibility criteria, 
instituting work schedules for restoration, rehabilitation and maintenance, and setting a timeline 
for routine inspections a framework will be established for a program that holds both the City 
and private property owners accountable for their actions with regard to Mills Act contracts. The 
emphasis of the proposed changes reflects a commitment to the premise that tax savings realized 
through a Mills Act contract should be reinvested in the historic resource, which clearly echoes 
the intent of the law and serves to further the goals of the active and vital preservation program 
in the City of San Diego." The OHP remarks concluded with a recommendation that the City 
". . . reevaluate the new program framework and limits within the first five years in order to 
determine if the changes have affectively achieved the program goals and the Mills Act 
continues to be a strong positive tool for the preservation of San Diego's historical resources." 

Throughout the public testimony, there was strong opposition to any changes in the program that 
would limit the number of new contracts or add eligibility requirements for new contracts and 
more generalized opposition to any changes in the current program. The HRB deliberated each 
of the proposed changes, with some Boardmembers expressing opposition to any changes but 
most expressing support of changes to the application deadline, requirement for a 10-year 
tailored contract, establishing an inspection schedule for Mills Act properties, and cost recovery 
fees. The Chair did not support an annual fiscal limit for new contracts and suggested that the 
tailored agreement could include the owner's documentation of investment of tax savings back 
into the property rather than adding new eligibility requirements. 

The HRB's unanimous action was to recommend to the City Council approval of the proposed 
changes to the application deadline, requirement for a 10-year tailored contract, establishing an 
inspection schedule for Mills Act properties with the provision that more detailed information 
concerning the scope and protocol of the inspections be prepared and brought to the Board for 
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public comment and that staff report on an annual basis how many inspections have been done, 
and cost recovery fees with consideration of a provision for a fee waiver or reduction for low 
income applicants. 

Following the HRB hearing in July, the Mayor and staff evaluated the proposed reforms for ways 
to address the public's concerns while maintaining the necessity of reforming the program by 
understanding and managing the reduction in property tax revenue on an annual basis, increasing 
accountability of the program through formal inspection and monitoring of Mills Act properties 
and agreements, and establishing fees that would allow the City to recover the cost of 
implementing the program. Attachment 9 provides a summary of the issues raised by the HRB 
and the public with background discussion and the Mayor's current proposed reforms, which are 
discussed in detail below. 

DISCUSSION ' • 

Within the City of San Diego, the Mills Act Program has been an exceedingly successful 
incentive for historic preservation. The City executed 804 Mills Act Program Agreements from 
1995 through 2007 with an additional 94 contracts automatically extended to new owners of 
Mills Act property that has been converted to condominium ownership, as the contract extends to 
the land. The public is benefiting from the increased protection of these historic properties 
gained under these Mills Act Program agreements. Interest in the program remains high and 
continues to grow, with more than 75 Mills Act Program agreements being processed during the 
2008 calendar year. The number of contracts process by year is shown in the graph below, 
followed by a graph of the total 898 effective contracts by community planning area. 
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The.spikem the number of contracts in 2002 is related to the designation of the Buriingame 
Historic District. As would be expected, the majority of Mills Act agreements have been 
processed for communities with the largest number of historic properties. Greater North Park, 
with 183 contracts includes the Buriingame Historic District while Uptown with 200 contracts 
reflects all individually significant historic properties. 

To determine the fiscal impact to the City's General Fund from reduced Mills Act property taxes, 
the Tax Assessor's office provided the Propl3 property values and the Mills Act property values 
from the most recent assessment. The reduction in property tax revenue to the City of 
$1,134,170 is determined by multiplying the tax rate (1.3359%) by the difference between the 
Prop 13 value and the Mills Act value ($499,408,134) and then multiplying that difference by the 
City's share of property tax revenue (17%). On average, Mills Act property owners save $7,886 
in property taxes each year, with the majority 84% saving between SI ,000 and $20,000 annually. 
There are about the same number of property owners saving less than $1,000 (72) and saving 
more than $20,000 (68). On average, the City's share of the reduced property tax is $1,340 
annually per Mills Act contract. 

Other jurisdictions' programs are compared to the City's existing program in the table below. As 
can be seen, the Mills Act programs across the state are quite variable in the factors being shown. 
However, most of the selected cities include some type of eligibility requirements and require a 
rehabilitation or maintenance plan with each contract. 
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MILLS ACT PROVISIONS IN SELECTED CALIFORNIA CITIES 

Jurisdiction 

Pasadena 

Los Angeles 

Anaheim 

Santa Ana 

Escondido 

San Jose 

Long Beach 

Existing 
San Diego 
Program 

Numerical 
Limit 
13 per 
year, soon 
will be 23 
per year 
No limit 

60 per year 

No limit 

No limit 

No limit 

No limit, 
may soon 
be 2-4 per 
year 
No limit 

Eligibility 
Requirements 
Competitive 
selection 
process 

5 criteria used 
to assess 
eligibility 

Pass initial, 
inspection 

Elimination of 
code violations 
and 
imperfections 
Must meet set 

Only top tier 
landmarks 
eligible 

Only most 
significant 
resources 

All designated 
properties 
eligible, 
except within 
Redevelop­
ment Areas 

Application 
Deadline 
March 31 

Early July 

No 
deadlines 

Processed 
through 
October 

No 

No 
deadlines 

September 1 

October 1 

Mills Act 
Requirements 
Rehab or 
reinvestment 
required 

Rehab, 
restoration or 
maintenance 

Determined 
during 
inspection 
Proper review 
and permits 
for all 
improvements 
10-12 

over 10 years 
Rehab, 
restoration or 
maintenance 

10 year 
improvement 
plan 

Visibility of 
the resource 
and site 
specific 
conditions 

Inspection 
Requirements 
Not in past, 
proposed in 
future 

Periodic 

Annual 

Exteriors 
inspected 
periodically 

Periodic 

No formal 
inspection 
program 

Not in past, 
proposed in 
future 

None 

Fees 

None now, 
may be in 
the future 

$25 
application 
$243 to 
execute 
contract 
None 

$390 

None 

Sliding 
scale: 
$640-
$2675 
$410 for 
single 
family 
houses 
$100 for 
every 
$100k of 
assessed 
value, up 
to a max of 
$400 

Mills Act Prosram Reforms 

The current Mills Act Program was adopted by the San Diego City Council in July 1995 
(Council Policy 700-46) as way to provide an incentive to historic property owners and bring 
historically significant properties under the City's authority for preservation, at time when there 
were no historical resources regulations. The current program is very informal with all 
designated historic properties located outside Redevelopment Areas eligible for Mills Act tax 
reduction. Specific requirements apply within Redevelopment Areas. A designated historic 



property owner can request a Mills Act agreement after historical designation prior to October l51 

each year. There is no formal application required. 

All Mills Act agreements require visibility of the designated property from the public right-of-
way and maintenance of the property in conformance with the Secretary of the Interior's 
Standards. Only a limited number of agreements include additional preservation or rehabilitation 
requirements and there is no requirement that the tax savings realized through this program be 
invested in the historic property. There is no formal inspection schedule or monitoring o f 
agreements for compliance with the contract requirements. 

The Mills Act Program has not been updated or modified since its initial adoption and it is the 
City's position that changes to the current Mills Act program are warranted for a number of 
reasons. Namely, the Land Development Code now includes historical resources regulations and 
it is understood that formal monitoring of agreements is necessary. There is a desire on the part 
of the City to improve accountability of the overall program and to understand and manage the 
fiscal impacts of the program on an annual basis. The number of annual new agreements has , 
increased substantially since the year 2000. San Diego now has just under 900 agreements 
which is out of proportion with other California cities and counties compared to the number of 
designated resources. The City does not monitor the fiscal impact to the General Fund from the 
reduction in property tax income, does not require investment of tax savings in the historic 
property, and does not inspect or monitor the Mills Act properties to ensure compliance with the 
agreements. Proposed changes to the City's Mills Act Program are compared to the existing 
program in Attachment 10 and are discussed in more detail below. 

Proposed changes to the City's program would include fiscal considerations of authorizing new 
Mills Act agreements by understanding the fiscal impact to the General Fund and managing this 
reduction in property tax revenue on an annual basis. The changes would greatly increase 
accountability of the program by requiring property owners to demonstrate how their tax savings 
would be invested into their historic property and through formal inspection and monitoring of 
Mills Act properties and agreements. Finally, the changes would allow the City to recover the 
costs of implementing the program through new and revised fees. 

A nnual Limit on New Agreements 

There has been much concern raised by the public related to the City imposing any limit to the 
number of new Mills Act agreements approved annually. Earlier in 2008 an annual limit on the 
number of new agreements was contemplated by staff as a way of managing the fiscal impacts of 
the Program. It has since been determined that rather than enacting a numerical limit, a fiscal 
threshold related to the anticipated property tax reduction is the most appropriate way to address 
the fiscal implications of the Program. 

Although minimal in the overall City budget, it is important to understand the fiscal impact of 
the program and manage it on an annual basis. To date, this analysis has not occurred and no 
limitation to the Program has been enacted. The current annual reduction of property tax 
revenue to the City's General Fund is $1,134,170 from Mills Act property valuations, based on a 
total reduction in property taxes paid by Mills Act property owners of $6,671,593. Contrary to 
the public's concerns, setting an annual threshold for new contracts would not eliminate the 
program and is not expected to significantly reduce the current level of new contracts on an 
annual basis. The annual average number of new contracts for the life of the program is 67, with 
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an annual average reduction in tax revenue to the City of $1,340 per contract. The most recent 
annual averages, from 2005 through 2007, of 55 new contracts with a tax reduction of $2,013 per 
contract, reflect overall increases in property values and a reduction in the average number of 
new contracts being processed. 

Based on the need to manage the fiscal impacts of the Program, it is recommended that the City 
not limit the number of new agreements within a fiscal threshold of $100,000 new tax revenue 
reduction to general fund on annual basis. This threshold would result in an average of 
approximately 50 to 75 new agreements yearly. It is also recommended that the City Council 
could authorize exceeding the threshold as part of the annual budget process, based on findings 
that the fiscal health of the City is such that additional reduction in tax revenue can be supported. 
If more applications were submitted in a year than could be accommodated under this threshold, 
and the City Council does not authorize exceeding the threshold, the property owner would have 
the option of applying for a Mills Act agreement in a subsequent year. 

Eligibility Requirem ents 

A number of California cities have included eligibility requirements for participation in their 
Mills Act programs. The City of San Diego does not have any eligibility requirements other than 
historical designation, which is the minimum required by State law, except within 
Redevelopment Areas. Earlier proposals for changes to the City's Program included eligibility 
requirements aligned with General Plan goals for affordability housing and with historic 
preservation goals. The public expressed significant concern related to any additional eligibility 
requirements while generally supporting the need for the Mills Act tax savings to be invested in 
the historic property. 

This proposal recommends no new eligibility requirements for Mills Act agreements. The need 
for a property owner to demonstrate substantial investment of their tax savings into their historic 
property is recommended as a requirement for obtaining a Mills Act agreement. A discussion of 
this requirement is provided below. 

Application Deadline 

The current Program does not include a formal application process and the deadline to request an 
agreement is October I51 of each year. In order to allow sufficient time for the fiscal impacts of 
new agreements to be included in the annual City budget process, it is recommended that owners 
of historically designated properties would be required to submit an application for a Mills Act 
agreement no later than March 31 to be considered that year. The property must have been 
designated prior to December 31st of the previous year to allow a sufficient separation between 
the designation process and a subsequent Mills Act agreement. This recommendation has general 
support from the public, although there was concern that March 31s1 is too early for the deadline. 

Mills Act Agreement Requirements 

Currently, all Mills Act agreements require the historic building be visible from the public right-
of-way to afford the public enjoyment of viewing the exterior of the resource, and require the 
property be maintained consistent with the U.S. Secretary of the Interior's Standards, the 
nationally accepted standard for the treatment of historic properties. More recently, specific 
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conditions related to rehabilitation or restoration of historic properties have been included in a 
small number of Mills Act agreements. 

It is recommended that owners of designated historic properties be required to include a 10-year 
maintenance and rehabilitation/restoration work plan at the time of application for a Mills Act 
agreement. Ten years is the minimum contract length and an appropriate time frame for 
completion of any necessary rehabilitation or restoration work. Maintenance of the character 
defining features of the resource would be required to continue for the life of the contract, which 
is automatically renewed on an annual basis, unless non-renewal is requested by one of parties. 

As part of this required 10-year work plan, the property owner would be required to demonstrate 
that the requested Mills Act agreement would result in a substantial investment of the anticipated 
tax savings into the designated historic property, including the costs if rehabilitation or 
restoration work, consistent with the Standards, that was necessary for the property to be eligible 
for historic designation. 

This requirement could be met by an owner showing that a substantial portion of their 
anticipated property tax savings would be invested in the historic property over time. An 
estimate of the property tax savings from the County Tax Assessor's office and a cost estimate of 
needed maintenance, repairs and/or rehabilitation work would be needed. It is anticipated that ' 
most historic property owners would be able to meet this contract requirement. 

Inspection Schedule 

While there is a responsibility on the part of the property owner to maintain the historical 
significance of their designated resource, there is also a responsibility on the part of the City to 
assure that a property remains in compliance with the Mills Act Program agreement, since 
property owners receive annual tax relief intended to assist writh appropriately maintaining their 
property. Staff believes there is a critical need to implement a monitoring program to assure 
compliance with Mills Act Program agreement provisions and preservation of designated 
properties. 

Specifically, a monitoring program would primarily entail site visits, records maintenance, and 
staff review of compliance with contract requirements on a five-year basis. This level of 
monitoring would allow contact with a new owner, if there has been a change in ownership, to 
explain the responsibilities and provisions under the Mills Act Program agreement, since the 
historical designation and Mills Act Program agreement run with the property. It would also 
provide adequate review in cases where owners make changes that may negatively affect the 
property's historical integrity but do not typically require a building permit, or where owners 
make substantial changes to the property without obtaining the required permit. 

A forma] schedule for inspections and monitoring of Mills Act properties would be established 
by staff and conducted to assure compliance with the provisions of the agreement. Staff would 
work with property owners to remedy any problems identified through the inspection process. A 
maintenance and/or rehabilitation/restoration plan may be prepared as part of a renewal of an 
agreement to assure the necessary remedy. 
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Pipeline Provisions for Mills Act Program Reforms 

Pipeline provisions for those pending historic designations awaiting review and action by the 
HRB have been discussed throughout the review process for proposed changes to the Mills Act 
Program. Concerns expressed by these property owners is that they contracted for historical 
consulting services and submitted a nomination report to the City in order to obtain the necessary 
historic designation required to participate in the Mills Act tax reduction program and the 
proposed Mills Act reforms could change their ability to participate in the program. The greatest 
concern was expressed relative to the City enacting limits on the number of contracts and adding 
new eligibility requirements. As discussed above, no annual limits are proposed and the fiscal 
threshold would accommodate the average number of annual new contracts based on past 
performance of the program. Additionally, the City Council would be able to exceed the 
threshold under certain circumstances. Likewise, no new eligibility requirements are proposed 
and it is anticipated that most if not all historic property owners can demonstrate substantial 
investment of their tax savings into the historic property. Therefore, staff does not believe 
pipeline provisions for the currently proposed revisions to the Mills Act Program are warranted 
and proposes that the reforms proposed with this action become effective with the new calendar 
year. 

Proposed Fees 

administrative staff time involved in processing individual historic designation nominations and 
in processing and executing Mills Act Program agreements and their monitoring and 
enforcement 

The City of San Diego generally charges a fee to a property owner for services specific to their 
property. No fee is currently charged for the processing of a historical nomination. Between 
1967, when the HRB was first established, and 1995, when Mills Act Program agreements were 
authorized by the City Council, approximately 326 individual properties or districts were 
designated as historical resources in the City. These designations were generally a result of a 
historical property being proposed for demolition or substantial alteration coming to the attention 
of the HRB or Historical Resources staff, with the City initiating the nomination. Since 1995, 
more than 1,050 individual properties or district contributors have been designated as historical 
resources, with the majority of these nominations, particularly in the last few years, voluntarily 
coming from property owners seeking designation in conjunction with the benefits of Mills Act 
tax reductions. It should be noted that nominations for historical designation that are referred to 
the HRB through the ministerial or discretionary review process from Development Services are 
fully charged for costs associated with the Historical Resources Staff review and processing of 
the nomination. 

Under Council Policy 700-46, the initial fee for processing the Mills Act Program agreement was 
set very low, to encourage participation in the program by property owners. Council Policy 700-
46 established a fee of $ 100 per $ 100,000 of assessed property valuation for processing a Mills 
Act Program Agreement, though the City Manager's staff capped the fee at $400. Government 
Code Section 50281.1 allows local jurisdictions to ". . . require that the property owner, as a 
condition to entering into the contract, pay a fee not to exceed the reasonable cost of 
administering this program." 
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Throughout the process of preparing this proposal, staff has diligently analyzed average/typical 
time and costs associated with the processing of voluntary nominations and Mills Act Program 
Agreements to identify an appropriate fee amount. Additionally, following the June 2006 
LU&H Committee hearing, staff reassessed the proposed fees to address public comment that the 
nomination fee was too high and may chill the public's interest in historic preservation or may 
make historical designation inaccessible to certain income groups. The current fee proposal 
incorporates both increased salaries previously negotiated with the labor union and reduced 
processing time resulting from increased efficiencies for processing individual historical 
designation nominations. Staff reevaluated the Mills Act components and determined that a 
higher level of effort would be required, with an emphasis on monitoring and enforcing the 
provisions of Mills Act Program agreements, in order to adequately ensure appropriate 
maintenance and treatment of historically designated properties. 

The proposed fee of $2,267 consists of the following; $1,185 for the historic designation process; 
$590 for the Mills Act Program agreement process; and $492 to be assessed for monitoring with 
the initial Mills Act Program agreement and every five years thereafter (see Attachments 11 A, 
11B, 11C). The nomination fee of $1,185 is dueupon submittal of the nomination. The Mills 
Act Program Agreement fee of $590 is due with the property owners request for a Mills Act 
Program agreement following the historic designation. The Mills Act Program monitoring fee of 
$492 is due upon submittal of a signed and notarized Mills Act Program agreement submitted by 
the property owner. An enforcement fee of $949 is also proposed for those expected rare 
:_„* ; ,_ P p a .^.i „ x>mi~ A „* „ m . „™,„, .+ -u^^ u„™- ^ — " c h c d b v the r.^vr.rr sr.H rFrrnF^ir^ •£-,-

violations are sought (Attachment 1 ID)! This fee would be required as part of an enforcement 
action to recover associated City costs. 

• Individual Historical Resource Nomination Fee of $1,185 (see Attachment H A ) : 
Currently the entire cost of processing an individual historical nomination request, is 
absorbed by the General Fund. Since this process is a service to individual property 
owners, staff recommends establishing a fee that recoups the average/typical cost of 
processing a voluntary nomination. The fee would cover direct costs of City staff to 
accept, review and analyze reports, conduct a site visit, and take to an HRB hearing each 
request for designation. The fee would also cover the costs of required document 
preparation that must be performed for each site upon designation by the HRB. 

It should be noted that the applicable LDC section allows an application by any member 
of the public, not just by the property owner. Therefore, this fee would be charged to the 
actual person or persons submitting the nomination (e.g., neighbors submitting each 
others' residences as well as individuals or historical societies submitting someone's 
property without the owner's support - both rare exceptions to the voluntary nature of this 
program). 

Issues with the fee proposal are expressed through a letter from the SOHO, (see 
Attachment 12). A meeting was held in May 2006, and many of the same issues arose as 
from a May 2004 meeting. Staff took these recommendations seriously; however, after 
reviewing the current fiscal situation and conferring with the City Attorney's office, staff. 
cannot support any of these alternative fee proposals. Additionally, in public meetings 
where the proposed fee was discussed, there was concern expressed about the negative 
impact on the ability for individuals or organizations to make nominations that would 
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benefit the general public interest and that the cost may be prohibitive to some. Staff 
further reviewed these concepts and, although it is acknowledged that a full cost recovery 
fee may result in a disincentive to designation and may make the program unavailable to 
all income groups, the possibility of establishing an exemption to the fee or sliding scale, 
based on property value, cannot be supported. 

It was too difficult to identify those circumstances that could be granted an exemption; 
however, there would be no cost if a property were nominated by the Mayor, City 
Council, HRB, CCDC, or other City agencies. Properties viewed as benefiting the 
general public interest and supporting the General Plan Historic Preservation Element 
and community plan goals could be nominated by the City with the cost of processing the 
nomination absorbed by the General Fund. Furthermore, staff proposes that the 
nomination fee not be applied to the establishment of historic districts and district 
contributors. A sliding scale fee is problematic because the staff cost, associated with 
review of high-value properties, is too similar to that of lower-value properties to 
establish different fee levels, and basing a fee on property value replicates a tax on the 
property and has been successfully challenged as such for other City value-based fees. 

Staff also can assist a property owner who is unsure about whether their property is a 
likely candidate for designation and who is hesitant to spend $1,185 for the nomination's 
submittal. Upon request, staff spends time, approximately one-half hour, discussing any 
site with an owner without charge. This is typically an adequate amount of time for the 
owner and their consultant to get a sense of the property's physical characteristics and 
changes and can alert the owner if there are obvious concerns about the property's ability 
to meet the U.S. Secretary of the Interior's Standards for designation. 

Mills Act Program Agreement Fee of $590 (see Attachment 11B): Under Council 
Policy 700-46, the City Council authorizes staff to collect a fee for costs of processing the 
Mills Act Program Agreements. Staff recommends discontinuing the current fee which is 
based on assessed property values of record. Alternatively, staff proposes a fee based on 
the calculated cost of the actual tasks required to process a Mills Act Program 
Agreement. Included in this fee are costs for document preparation, discussions and 
Mills Act Program Agreements with property owners, legal Mills Act Program 
Agreement signing and review, and recording of the Mills Act Program Agreement (see 
Attachment 2 for proposed revisions to Council Policy 700-46 supporting the fee 
revision). 

It should be noted that staffs intent is to amend the Mills Act Program Agreement 
document shell and clarify current standard provisions. In addition, staff intends to 
include in future Mills Act Program Agreements any specific property improvements or 
conditions that the HRB or staff identify during the designation process that would assure 
that the property would be improved or maintained in a condition that warrants the Mills 
Act Program Agreement's property tax reductions. Other jurisdictions granting Mills Act 
Program Agreements impose conditions, and staff intends to adopt this practice. Typical 
requirements could include assuring visibility of the site from the public right-of-way, 
reversing incompatible non-historic improvements, and maintaining key historical 
features of the property. Also, included would be the requirement to pay a future 
monitoring fee as proposed below. 
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• Mills Act Monitoring Fee of $492 initially and every five years thereafter (see 
Attachment 11C): The purpose of the Mills Act legislation and Council Policy 700-46 is 
to encourage property owner reinvestment in historical properties through the use of 
property tax savings. A monitoring program is necessary to ensure Mills Act Program 
Agreement compliance and proper maintenance of designated properties in accordance 
with standards. Staff proposes this program component to assure that there is public 
benefit attained in exchange for the foregoing of a portion of a historical site's normally-
assessed property tax. This fee would be assessed at the time of the initial Mills Act 
Program Agreement and every five years thereafter. Payment of this fee would be a 
condition of the Mills Act Program Agreement, meaning that non-payment of a future 
monitoring fee assessment would constitute violation of the Mills Act Program Agreement 
and subject it to revocation. Staff would begin the monitoring program with the earliest 
contracts and review approximately 200 contracts each year. The monitoring fee for 
existing Mills Act Program Agreements would be a requirement of the City's renewal of 
the Mills Act Program Agreement in the year that monitoring is first undertaken. This 
means that current property owners of the approximately 200 Mills Act Program 
Agreements first entered into with the City would be required to pay the $492 fee or the 
City would issue a non-renewal notice. This would occur each year, addressing the 
existing Mills Act Program Agreements in order. It is estimated that each Mills Act 
contract will be reviewed every five years. This interval, to review a property's physical 
compliance with the requirements of the Mills Act Program Agreement, is expected to be a 
rsssDnshle time frsme to assure anproDnate treatment bv '>T"or*̂ r*'v owners ofths.se 
historical resources. Every five years, a new fee and review will be required. 

• Staff has also developed an additional fee of $949 that would be charged only in the case 
of a violation of the Mills Act Program Agreement (see Attachment 11D). In that 
case, staff would need to pursue compliance with the Mills Act Program Agreement, or 
process a revocation action. 

Application of Fees for Submittals Pending Staff Review 

Staff has had authorization to proceed with developing a fee since December 2003, (an LU&H 
Committee meeting directive). In addition, the City Council directed development of a fee during 
the budget hearings in June 2005. In neither hearing, however, was the issue of how to financially 
treat pending requests for voluntary nominations addressed. In order to treat all nominations 
equitably, staff proposes that all (approximately 105) pending requests be subject to the new fee. It 
is fair that requests continue to be evaluated and processed in order of submittal, with the longest-
pending requests processed prior to newly-submitted ones. However, given that cost recovery is 
now a requirement to support this program, all requests that have not been reviewed and worked on 
by staff should be subject to the fee. All nominations currently awaiting staff review were 
submitted after January 1, 2007, well after the July 1, 2005 date the City Council directed a fee be 
developed and returned for adoption. The City Attorney's memo, dated March 10, 2005, supports 
the City's ability to apply the designation fee to these waiting nominations. 

Unlike development projects typically seen by City decision makers, designation requests 
submitted under LDC Section 123.0202(a) are voluntary. Because these requests are not 
submitted in order to receive permission to make structural modifications to one's property, an 
applicant or owner may withdraw an application to avoid payment of the fee. There is no penalty 
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for withdrawing an application, and there is no mandate for the HRB to go forward with the 
designation process if an applicant chooses not to proceed. Property owners may make 
modifications to potential historical properties without the need to process a historical designation 
if those modifications are consistent with the U.S. Secretary of the Interior's Standards. 

The City Council may establish the fee and apply it to pending nominations. Those nominations, 
yet to be analyzed by staff as of the effective date of the fee, would need to submit the 
nomination fee, as well as the Mills Act Program agreement processing fee and monitoring fee, 
in order to complete the Mills Act recordation (the final City step in the property tax reduction 
process). If processing of a nomination has been completed, and the site has been designated by 
the HRB, then only a revised Mills Act Program agreement fee and a monitoring fee would be 
collected. 

Timing of Fee Payment 

An additional issue of the timing of fee payment, with a suggestion that it could be paid at the 
time of the Mills Act Program agreement, was discussed at the June 2006 LU&H Committee 
hearing and previously raised during staffs outreach and discussion with community 
representatives, members of the public, and historical property consultants. 

The perceived benefits of a delayed imposition of the fee would be: those who cannot afford the 
City's fee (total about $2,300; initial cost about $1,200) will be kept from having their property 
designated and delaying the fee will give them confidence that they will get the future tax relief; 
and, individuals may be interested in designation only for preservation of the home, not for the 
Mills Act tax relief, and they should not pay if they are only designating for public benefit. 

The City Attorney has advised, in a June 17, 2005, memo that". . . there is no compelling 
governmental purpose to warrant charging Mills Act Program Agreement applicants for the cost 
of the historical designation process while providing the service at no cost to property owners 
that elect not to apply for a Mills Act Program Agreement." Staff believes there is a risk in being 
able to collect a fee if the HRB denies a designation; owners will not want to pay for a process 
where they are not able to proceed to reduce their property tax. In other fee or deposit processes 
in the City, an applicant must pay whether a project is approved or denied. The same 
requirement should apply here since the same amount of staff work is required to move a 
nomination to an HRB hearing. It should be noted that with the current average annual savings 
in property taxes of $7,886 and 76 percent of current Mills Act properties receiving more than 
$2,500 in annual tax savings, the vast majority of Mills Act recipients will be able to recoup the 
proposed designation and Mills Act fees within one year, and 85 percent will recoup $2,000 
within the first two years. Savings will continue to accumulate each year. 

In the same June 17, 2005 memo, the City Attorney agrees with staff that "cost recovery is best 
accomplished by charging the designation applicant at the time of application for designation or 
at established stages of the application process, but in either case, before the service is rendered." 
The Urban Form Division does not have the capacity in its budget to carry, or perhaps even 
forego, fees for work already performed. However, it may be possible for a historic preservation 
organization or other nonprofit group to establish a grant or loan program to help homeowners 
defer the cost of nomination until after designation. 
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CONCLUSION 

As presented herein, staff recommends adopting several reform measures to the Mills Act Program 
that would allow the fiscal impacts to be managed, improve the accountability of the Program and 
provide cost recovery fees for the processing of designation requests submitted in accordance with 
LDC Section 123.0202(a), a Mills Act Program Agreement, monitoring program, and enforcement. 
Additionally, staff recommends that the reforms and fees be applied to pending applications and 
that the fee be required prior to work on each aspect of the program. Additionally, a Mills Act 
Agreement monitoring program would be established to ensure compliance with the requirements 
of individual contracts and the state enabling legislation for the benefit of the public. 

ALTERNATIVES 

As an alternative to the full cost recovery fee described above, which may result in a barrier to 
designation and may make the program unavailable to some economic groups, the City Council 
could adopt an alternative fee structure. A nomination fee of only $100 would cover direct City 
costs of noticing, copying, postage, etc. associated with processing a nomination request. This 
alternative would include the full cost recovery fees for Mills Act Program agreements ($590), 
monitoring of Mills Act agreement compliance ($492 every five years), and Mills Act agreement 
enforcement, if needed ($949). Because there would be only nominal fees for nominations, that 
aspect of the work program would not be cost recovery and would continue to be paid through 
the General Fund. The Mills Act monitoring program would be established under this 
alternative.,resulting in an overall public benefit by ensuring appropriate maintenance and 
protection of these properties. There would be no perceived barrier to designation, with only a 
nominal cost to homeowners, the community or a historical group. The program would be 
available to all income groups. 

Another alternative that the City Council could adopt is a fee waiver for economic hardship 
when a property owner can satisfactorily demonstrate that their annual income is less than the 
Area Median Income. This fee waiver could be applicable to all proposed fees. In these cases 
the cost of the nomination for historic designation and Mills Act program work would not be 
recovered and would be paid through the General Fund. The Area Median Income is set by the 
U.S. Department of Housing and Urban Development and is used by the City for various 
programs. This alternative would allow the historic designation process and Mills Act Program 
to be available to lower income property owners. 

FISCAL CONSIDERATION: 

It is staffs intention to closely monitor the revenue and costs of this program to ensure that staff 
time is fully recovered through the fee structure and that the program provides a high quality 
service to owners of designated historical resources for the benefit of the public. Adjustments to 
the fee schedule and the nomination and Mills Act Program agreement process in the future to 
better reflect accumulated experience are a necessary component of the program to ensure 
accountability and credibility. 

PREVIOUS COUNCIL and/or COMMITTEE ACTION: 

In December 2003, Planning Department staff asked the LU&H Committee to support a 
moratorium on processing voluntary nominations while staff prepared a fee for the service. 
While the LU&H Committee did not approve a moratorium, it did "authorize staff to develop a 
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fee proposal" and "to investigate internal re-staffing and volunteer opportunities, and limiting the 
number of applications (for designation) accepted per month . . ." During review of the Planning 
Department's Fiscal Year 2006 budget, the City Council directed staff to prepare a fee proposal 
to recover costs associated with nominations of historical resources submitted by any member of 
the public. • 

On June 21, 2006, the LU&H Committee reviewed the issue of fees for nominations of historical 
resources and Mills Act Program Agreements (see Attachment 5). After taking testimony and 
discussing the issues, the LU&H Committee forwarded the fee proposal to the full City Council 
without a recommendation but with direction for staff to develop options related to the timing of 
a fee and a way to accommodate those property owners who cannot afford to pay the fee. 

COMMUNITY PARTICIPATION AND PUBLIC OUTREACH EFFORTS: 

In the six months following the initial LU&H Committee direction on the question of fees in 
2003, Historical Resources staff met several times with the Policy Subcommittee of the HRB, 
and several times with historical resources consultants, community historical societies, and 
representatives of the City's recognized community planning groups. The Policy Subcommittee 
of the HRB consistently supported a fee to cover staff processing costs of voluntary nominations. 
However, both historical properties consultants and community representatives expressed 
concern that any fee, other than a nominal one, would deter property owners who wanted their 
properties to be designated as a historical resource from coming forward. Staff met with 
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need for more formal inspections of Mills Act properties. The same positions came forward 
from consultants and community representatives at a meeting held in May 2006. 

Staff presented information comparing the City's overall Mills Act program with other 
jurisdictions' programs and the potential for changes to the HRB Policy Subcommittee during 
2006 and 2007. A draft proposal for changes to the City's program was presented to the Policy 
Subcommittee in January 2008. There was much public interest and concern about the proposed 
changes expressed at the Policy Subcommittee meeting and to staff and the Mayor's office 
following the meeting. Staff continued to research other jurisdictions' programs and refine the 
proposed changes, considering public input and the City's desire to increase the effectiveness of 
the program and assure compliance with performance requirements. A slightly revised proposal 
was presented to the Community Planners Committee in March 2008. Again, concern about the 
proposed changes was expressed by the public, in order to provide the broadest public review 
and obtain the greatest public input possible, the HRB held two workshops, in April and June 
2008. Every owner of a designated historic property or of a nominated property was notified by 
mail of these workshops. A very significant number of people attended the workshops. Many 
individuals expressed opposition to some or all of the changes being proposed. However, there 
was general agreement with changes related to an earlier application deadline, need for tailored 
agreements that include appropriate maintenance and/or rehabilitation, an inspection schedule, 
and reasonable fees. 

In July 2008, the HRB held a public hearing on the proposed Mills Act reforms. As with previous 
workshops, every owner of a designated historic property or of a nominated property, historic 
consultants, preservation organizations, and others who had expressed interest were notified by 
mail of the hearing. There remained strong opposition to any change in the program that would 
limit the number of new contracts or add eligibility requirements for new contracts. 
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Respectfully submitted. 

£ 
William Anderson* FAICP, Deputy Chief Cathy Wii^rrowd, Senior Planner 
City Planning & DevelopiriBut/ City Planning & Community Investment 
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Attachment 1 

CITY OF SAN DIEGO. CALIFORNIA 

COUNCIL POLICY 

SUBJECT: • MILLS ACT AGREEMENTS FOR PRESERVATION OF 
HISTORIC PROPERTY 

POLICY NO.: 700-46 
EFFECTIVE DATE: July ] 8, 1995 - REVISED (date) 

BACKGROUND: 

Caiiforaia state Jaw authorizes cities to enter into contracts ("Mills Act Agreements") 
with the owners of qualified historical properties to provide a property tax reduction for 
the use, maintenance and restoration of historically designated properties. "Qualified 
Properties" are defined in Government Code Section 50280.1 as: "privately owned 
property which is not exempt from property taxation and which meets either of the 
'following: (a) listed in the National Repisterof Historic Places or located in a repistered 
historic district as defined in Section 1.19]-2fb) of Title 126 of the Code of Federal 
Regulations, (h) Listed in any state, city, county, or city and county official register of 
historical or archiiecturallv significant sites, places, or landmarks." 

The minimum requirements for a Mills Act Agreement, as mandated by state law include: 

1) Minimum eontraet Agreement term often (10) years, automatically renewable 
on an annual basis, to be recorded against title to the property and running with 
the land. 

2) Owner shall maintain the regulated characteristics of historical significance of 
the Historic Site in accordance with the rules and regulations published by the 
U.S. Secretary of the Interior. 

3) Owner must allow reasonable periodic examination of the Historic She, if a 
request is made and by prior appointment, by representatives of the County 
Assessor, State Department of Parks and Recreation and the State Board of 
Equalization. 

4) City may cancel the agreement following a duly noticed public hearing if it is 
determined that the owner breached any mandatory conditions of the Contract 
Agreement. 
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In 1995, the City Council determined that there was significant public benefit in granting 
Mills Act contracts to qualified properties and a City program was established. 

PURPOSE: 

This policy is adopted to enable a granting of provide a monetary incentive to the owners 
of historically designated properties in the form of a property tax reduction for the 
maintenance, restoration and rehabilitation of historic propenies within the City of San 
Diego. A properly recorded Mills Act Agreement automatically triggers an alternative 
method for determining the assessed value of the affected historic property, thus 
potentially resulting in significant property lax savings for the owner of the historic 
property. 

This policy is intended to set the general parameters within which the Citv Council will 
allow property tax benefits to be pained by individual property owners who, in exchange. 
restore and maintain their historic properties, thus generating a public benefit. 

POLICY: . • 

It is the policy of the City of San Diego to foster and encourage the preservation, 
maintenance, rehabilitation and restoration of historically designated properties. It is 
recognized by the City that a reduction in property taxes afforded by the Mills Act will 
serve as a key monetary incentive for citizens to acquire, maintain and restore historic 
property within the City of San Diego. However, it is also recognized that the reduction in 
pjupcrtv iaAch iiLicCib Cue Ciiy's Generai Fund and in order to understand and manage this 
fiscal impact new Mills Act Agreements shall be subject to the Implementation delineated 
below. , 

11. is also recognized that the historic preservation goals of the Milis Act may overlap and 
conflict with the neighborhood revitalization mission, goals, policies and program.1; of the 
Redevelopment Agency of the City of San Diego. Because of the negative impact on tax 
increment.financing and other measures available to promote historic preservation 
through redevelopment. Mills Act Agreements shall be applied in redevelopment project 
and study areas as delineated below, 

IMPLEMENTATION: 

1. Areas Outside of Redevelopment Project Areas and Study Areas 

The City Manager or designee is authorized to enter into a Mills Act Agreement with the 
owner of a, historically designated property, upon application by the owner, subject tojhe 
following: restriotiofts 

Deleted: the revitalizaiion goals of the 
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A) Property Conditions: The eentraet Agreement shall contain the minimum 
mandatory condirions required by state law, including, but not limited lo. 
provisions related to maintenance or rehabilitation of the property, explanation of 
conditions for non-renewal or revocation, and requirements for access bv 
government officials for owner's compliance with the Agreement 

3] Applicalion Deadline: The City will recognize and accep\ into the Mills Act 
FrOLiram those properties included on the local San Diego Repister of Historical 

- Resources. The deadline for requesting a Mills Act Aereement. through formal 
submittal of an application shall be March 315' of each vear. The property for 
which the agreement is requested must have been designated a historical resource 
by the City of San Diego Historical Resources Board at a noticed public hearing 

"bv December 31s' of the vear prior to the vear an agreement is requested. 

C) Investment of Tax Savings: The. Mills Act agreement application shall 
include a 10-year tailored work plan and shall demonstrate a substantial 
investment of the anticipated tax savings into the historic property. Work done 
prior to historic designation that was necessary to restore or rehabilitate the 
property to meet minimum requirements for designation, can be included in the 
work plan to demonstrate a substantial investment in the historic property. 

Dj.Froperrv Tax Reduction Threshold: The City Manager or designee shall 
evaluate the anticipated tax reduction of each application, based on the County 
Tax Assessor's formula. The Citv Manager is authorized to enter into ail 
'agreements that collectively fall within a threshold of SI 00.000 projected-
reductiuii ii'i p:opi:iiv Uix ruvcnup to the Ciry^ Geucrai rung, The applications 
shall he evaluated and processed .in the order received until the total projected 
reduction in property tax revenue to the City has reached Si 00.000. 

E) ^Exceeding thê  Threshold: If in anv calendar vear, the projected reduction in 
property tax revenue to the Citv.from Mills Act Agreement applications exceeds 
SI00.000. the City Manager.or designee shall present those applications to the 
Citv Council as part of thai vear budget process. The Citv Council mav authorize 
the processing of Mills Act Agreements exceeding the $ 100.000 threshold by 
making a fmding thai the fiscal health of the City is such that additional reduction 
in tax revenue can be supported bv the budget. 

Formatted: No underline 

Formatted: No underline 

!: Underline 

1 Formatted: Underline- J 
Formatted: Underline 

If in anv calendar vear. the projected reduction in property tax revenue to the City 
from Mills Ad Agreement appiications exceeds Si 00.000. and the Citv Council 
does not make a finding to authorize the processing of those Agreements, the 
property owner mav choose to apply for an Agreement in a subsequent vear. 

£) Fees: The owner shall pay, in accordance with state law, D graduated 
processing fee of S-l-06-per $100,000 of-assessed vafae proruted-to actual value, 
k&weverin no-event shall the prooeGHing fee exceed the actual cost-of prooessing 
and recording the Agreement: a fee established bv the Citv Council to cover the 
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Citv's reasonable cost of administering the program, including: Mills Act 
Agreement preparation, processing, recording, monitoring, and enforcement. 
This fee is in addition to a Citv Council-adopted fee for processing historical 
nominations submitted in accordance with Land Development Code Section -
T23.Q2Q2fa].. 

Q) Monitoring and Enforcement: A-drivc by Inspections will be performed on a 
periodic basis by City staff to verify that die stmcftiFe designated site is being 
maintained in weather tight a_condition m-aooordance with that meets the U.S. 
Secretary of the Interior's Standards.^the Citv of San Diego Land Development 
Code, and the specific conditions of the Mills Act Agreement for the propeny. 

H) Public Benefit: The Owner must allow or create visibility of the exterior of the 
• structure from the public right-of-way. 

2. Areas Within Redevelopment Project Areas and Study Areas 

Only after approval bv the Redevelopment Agency, the Centre Citv Development 
Corporation, or the Southeast Economic Development Corporation, the City Manager or 
designee is authorized to enter into a Mills Act Agreement with the owner of a 
historically designated property located withm a Redevelopment Project or Study area, 
upon application by the owner, subject to the. above regtri&tionc. and including: the 
provisions of Item 1 above, and the following: 

Redevelopment Study Areas 
vViihiri a Redcvclopuicui Study Area, Milis Act Agreements shall be permitted in 
conformance with this City Council Policy 700-46 and State law requirements, 
until adoption of the redevelopment project area. Within the Sherman Heights 
and Grant Hill Historic Districts, however, should they become part of a 
redevelopment project area, Mills Act Agreements shall be implemented as in 
Item 1 above. 

Redevelopment Froiecl Areas 
Within a redevelopment project area, with the exception of the College 
Community Redevelopment Project Area, Mills Act Agreements shall be 
permitted as follows: 

1. Owner-occupied single-family homes (including properties which may have a 
second residential unit) shall be eligible for Mills Act Agreements, in 
conformance with this City Council Policy 700-46 and state law requirements. 

2. All other properties shall be eligible for Mills Act Agreements, in conformance 
with this City Council Policy 700-46 and State law requirements, on a case by 
case basis and only when all of the following criteria are met: 

(1) The property requires rehabilitation: and 

/ - " 
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(2) The owner agrees to rehabilitate the property in accordance with plans 
approved by the Agency: and 

(3) The owner demonstrates that, through a project pro forma which is 
independently evaluated by the Agency, that a Mills Act Agreement is necessary 
to achieve a financially feasible project, and the Agency concurs that a Mills Act 
Agreement is the appropriate form of public financial assistance. 

No Mill Act Agreement shall be trnplemented entered into within the College 
Community Redevelopment Project Area. 

The City Manager shall report on annual basis to the City Council, with respect to the 
number of Mills Act Agreements executed and the effectiveness of the program. The 
form of the report mav be the required Certified Local Government Annual Report to die 
State Office of Historic Preservation which is also forwarded to the Citv Council. 

MILLS ACT AGREEMENT PROCESSING 

The Citv Manager or designee is authorized to process a Mills Act Agreement consistent 
with this Council Policy and subject to the following: 

(al_ ^Owners of private property that are subject to property taxation may 
request a Mills Act Agreement from the. City in pursuit of a property tax 

The prerequisites for a property owner seeking a Mills Act Agreement are: 

f 1) the site is a designated historical resource [either individually 
designated or a contributor to a historical district) on the City's 
Register of Historical Resources,. 

(2) an application has been submitted to the Cirv consistent with this 

fbl. 

01 
Council Policy, as amended 
if the site is in a Redevelopment Area, the property owner has 
obtained approval from an official of the Redevelopment Agency: 
and 

(4} all fees established bv the Citv Council have been paid for 
processing the historical nomination, processing the Milis Act 
Agreement, and the initial Mills Act monitoring fee. • 

Upon completion of items in fa>. the Citv staff shall provides draft 
Agreement to the property owner, consistent with this Council Policy, as 
amended. The property owner may then submit the signed and notarized 
Mills Act Agreement for Citv processing. 

Formatted: Font; 12 pt J 
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(ci. The Agreement shall contain: 

01 

(4! 

(51 

conditions imposed hv the Historical Resources Board or Cm' staff-
that are specific to the submitted propenv: 
the property owners commitment to a substantia] investmeni of 
the tax savings into the maintenance and improvement of the 
property1 as part of a 10-vear work plan and in accordance with the 
intent o f tit e state law; 
the property owner's agreement to comply with the U.S. Secretary 
of the, interior's Standards for the Treatment Historic Properties; 
a n d . • • 

the property owner's acknowledgement thai, in accordance with 
state law, thai the Mills Act Agreement mav be revoked for non­
compliance with the Agreement provisions, including payment of 
established fees. 
A provision to allow or create visibility of the exterior of the 
•structure from .the public right-of-way.^ • 

Citv staff is authorized to establish cut-off dales for processing of Mills 
Act Agreements for that calendar vear. including but not limited to. the 
date Citv staff must receive properly signed and notarized Mills Act 
Agreements to allow forwarding, to the County of San Diego bv the'ciose 
of the calendar vear. 

Format ted: Bullets and Numbering i 

Format ted: Buliets and Numbering '• 

Formatted: Font: 12 pt 
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If any provision of Government Code Sections 50280 - 50290 are amended in the future 
and it conflicts with anv provision of this policy, staff is directed to follow state law and 
to bring forward an amendment to this Policy or to applicable provisions of the Land 
Development Code. 

CROSS REFERENCE: 

San DiegQr Municipal Code Section 26.0201. et aeq. Land Developmenl Code. Chapter 
12. Article 3. Division 2: Designation of Historical Resources Procedures: Land 
Developmenl Code. Chapter 14. Article 3. Division 2: Historical Resources Regulations. 

Government Code Sections 50280, otseq. - 50290. 

HISTORY: 

Adopted by Resolution R-285410 02/27/1995 
Amended by Resolution R-28605] 07/18/1995 
Amended by Resolution R-
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attachment 2 
(R-2009-681) • 

RESOLUTION NUMBER R-_ 

DATE OF FINAL PASSAGE 

A RESOLUTION OF THE COUNCIL OF THE CITY OF SAN 
DIEGO APPROVING THE AMENDMENTS TO COUNCIL 
POLICY 700-46 PERTAINING TO MILLS ACT AGREEMENTS 
FOR PRESERVATION OF HISTORIC PROPERTY. 

WHEREAS, the Mills Act was enacted in 1972 by the State of California to enable local 

jurisdictions "to enter into contracts with property owners of qualified historic properties who 

actively participate in the restoration and maintenance of their historic properties while receiving 

property tax relief;" and 

WHEREAS, the Council of the Cityof San Diego adopted Council Policy 700-46 in 

1QQS "to -mvividc s Ttirvnctfifv incenfive to t h s nv/tssrs fit nTRtrvnns!Iv Hfvvc^^tp/i ^n tV>̂> rirrm /-t-f ̂  

property tax reduction for the maintenance, restoration and rehabilitation of historic properties 

within the City of San Diego;" and 

WHEREAS, when the Mills Act Program was set up in 1995, a monitoring system was 

not established and a program agreement was entered into for a period often years, with 

automatic renewal each year unless one of the parties proposed to end it; NOW, THEREFORE, 

BE IT RESOLVED, by the Council of the City of San Diego, that Council Policy No. 

700-46 titled "Mills Act Agreements for Preservation of Historic Property," pursuant to Land 

Development Code Section . is hereby approved with the following 

amendments listed below: 

• Add a fiscal threshold of $100,000 new tax revenue reduction to general fund on 

an annual basis; 

-PAGE 1 OF 3-
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• Authorize exceeding the threshold as part of the annual budget process, based on 

findings made by the City Council that the fiscal health of the City is such that 

additional reduction in tax revenue can be supported; 

• Require a formal application process with a deadline of March 31st of each year 

for properties designated by December 31st of previous year; 

• Require the property owner to demonstrate substantial investment of the tax 

savings into the designated historic property through a 10-year tailored work plan 

which may include costs of rehabilitation or restoration of the historic property 

necessary to achieve historic designation; and 

• Establish an inspection schedule for monitoring of Mills Act Program properties 

prior to a new agreement and every 5 years thereafter prior to the renewal date to 

assure compliance with contract requirements 

BE IT FURTHER RESOLVED, that the City Clerk is instructed to add the aforesaid to 

the Council Policy Manual. 

APPROVED: MICHAEL J. AGUIRRE, City Attorney 

Marianne Greene 
Deputy City Attorney 

MG:als 
11/18/08 
Or.DeptPlannin 
R-2009-681 
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I hereby certify that the foregoing Resolution was passed by the Council of the City of San 
Diego, at this meeting of : •. 

ELIZABETH S. MALAND 
City Clerk 

By 
Deputy City Clerk 

Approved: 
(date) JERRY SANDERS, Mayor 

Vetoed: 
(date) JERRY SANDERS, Mayor 
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RESOLUTION NUMBER R-_ 

DATE OF FINAL PASSAGE 

A RESOLUTION OF THE COUNCIL OF THE CITY OF SAN 
DIEGO APPROVING THE FEE SCHEDULE FOR 
INDIVIDUAL HISTORICAL RESOURCE NOMINATION, 
MILLS ACT PROGRAM AGREEMENT,'MILLS ACT 
PROGRAM MONITORING, AND MILLS ACT PROGRAM 
ENFORCEMENT. 

BE IT RESOLVED, by the Council of the City of San Diego, that tfais.Council hereby 

approves Report No. , a copy of which is on file in the office of the City Clerk as 

Document No. RR- , and authorizes the adoption of the fees therein proposed. 

BE IT FURTHER RESOLVED, that the Council hereby authorizes the 

of said fees in the Fee Schedules. 

BE IT FURTHER RESOLVED, that the Council hereby authorizes the City Manager to 

adjust the Fee Schedule from time to time to recover increases in the administrative costs of the 

program. 

APPROVED: MICHAEL J. AGUIRRE, City Attorney 

By Q y, h f-^D \, "XT-v 1 A K - - ^ 

Marianne Greene 
Deputy City Attorney 

MG:als 
11/18/08 
Or.DeptPlanning 
R-2009-682 

I hereby certify that the foregoing Resolution was passed by the Council of the City of San 
Diego, at this meeting of . 
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ELIZABETH S. MALAND 
City Clerk 

By 
Deputy City Clerk 

Approved: 
(date) JERRY SANDERS, Mayor 

Vetoed: 
(date) JERRY SANDERS, Mayor 
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Attachment 3 

K16 9th SI, 
Rm 1442-7 

Sacramento CA 95814 

PO Box 942896 
Sacramento CA 

94296-0001 

phone: 
(916J 6S3-6624 

tax-, 
(916) 653-9824 

email: 
calsh po@ohp. parte. ca .gov 

website: 
ohp.parks.ca.gov 

NDRTf 
S IS KI YOU 

/ MODOC | 

;_ ,—' t 

i 

.!_. 

— t \ TtMfiMA 

i f 

J . - • •> 1 
/ ' > 

r —Z' ' i ^MftS \ J 

' r- 1 
\i J _j 
J *• COLUSA /—.-

t 1 ARE ( • " ' 

• , - ^ . f 

C* ^"Sl^ .M FRESNO 

http://ohp.parks.ca.gov


This publication has been financed in part with Federal funds from the National 
Park Service, Department of the Interior, under the National Historic Preservation 
Act of 1966, as amended, and administered by the California Office of Historic 
Preservation. The contents" and opinions do not necessarily reflect the views or 
policies of the Department of the Interior, nor does the mention of trade names or 
commercial products constitute endorsement or recommendation by the 
Department of the Interior. Under Title VI of the Civil Rights Act of 1964 and 
Section 504 of the Rehabilitation Act of 1973, the U.S. Department of the Interior 
strictly prohibits unlawful discrimination on the basis of race, color, national 
origin, age, or handicap in its federally-assisted programs.. If you believe you 
have been discriminated against in any program, activity, or facility as described 
above, or if you desire further information, please write to Office for Equal 
Opportunity, U.S. Department of the Interior, National Park Service, Box 37127, 
Washington DC 20013-7127. 
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Mills Act Property Tax Abatement Program 

Purpose of the Mills Act Program 
Economic incentives foster the preservation of residential neighborhoods and the 
revitalization of downtown commercial districts. The Mills Act is the single most 
important economic incentive program in California for the restoration and preservation 
of qualified historic buildings by private property owners. 

Enacted in 1972, the Mills Act legislation grants participating local governments (cities 
and counties) authority to enter into contracts with owners of qualified historic properties 
who actively participate in the restoration and maintenance of their historic properties 
while receiving property tax relief. 

Benefits to Local Governments 
The Mills Act allows local governments to design preservation programs to 
accommodate specific community needs and priorities for rehabilitating entire 
neiyriDomoous, encouraginy seismic saTery programs, coninDuuny 10 airoruauie 
housing, promoting heritage tourism, or fostering pride of ownership. Local governments 
have adopted the Mills Act because they recognize the economic benefits of conserving 
resources and reinvestment aswell as the important role historic preservation can play 
in revitalizing older areas, creating cultural tourism, building civic pride, and retaining the 
sense of place and continuity with the community's past. 

A formal agreement, generally known as a Mills Act or Historical Property Contract, is 
executed between the local government and the property owner for a minimum ten-year 
term. Contracts are automatically renewed each year and are transferred to new owners 
when the property is sold. Property owners agree to restore, maintain, and protect the 
property in accordance with specific historic preservation standards and conditions 
identified in the contract. Periodic inspections by city or county officials ensure proper 
maintenance of the property. Local authorities may impose penalties for breach of 
contract or failure to protect the historic property. The contract is binding to all owners 
during the contract period. 

Benef i ts to Owners 
Owners of historic buildings may qualify for property tax relief if they pledge to 
rehabilitate and maintain the historical and architectural character of their properties for 
at least a ten-year period. The Mills Act program is especially beneficial for recent 
buyers of historic properties and for current owners of historic buildings who have made 
major improvements to their properties. 

Mills Act Property Tax Abatement Program 1 
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Mills Act participants may realize substantial property tax savings of between 40% and 
60% each year for newly improved or purchased older properties because valuations of 
Mills Act properties are determined by the Income Approach to Value rather than by the' 
standard Market Approach to Value. The income approach, divided by a capitalization 
rate, determines the assessed value of the property. In general, the income of an 
owner-occupied property is based on comparable rents for similar properties in the 
area, while the income amount on a commercial property is based on actual rent 
received. Because rental values vary from area to area, actual property savings vary 
from county to county. In addition, as County Assessors are required to assess all 
properties annually, Mills Act properties may realize.slight increases in property taxes 
each year. 

Qual i f ied Histor ic Proper ty 
A qualified historic property is a property listed on any federal, state, county, or city 
register, including the National Register of Historic Places, California Register of 
Historical Resources, California Historical Landmarks, State Points of Historical Interest, 
and locally designated landmarks. Owner-occupied family residences and income-
producing commercial properties may qualify for the Mills Act program. 

OHP's Role 
OHP provides technical assistance and guidance to local governments and property 
owners. OHP maintains a current list of communities participating in the Mills Act 
program and copies of Mills Act ordinances, resolutions, and contracts that have been 
adopted. OHP does not participate in the negations of the agreement and is not a 
signatory to the contract. 

For A ddi f ional In format ion 
Contact the planning department of the city or county within which the historic property 
is located. 

California's four largest cities (Los Angeles, San Diego, San Francisco, and San Jose) 
as well as more than 75 other city and county governments have instituted Mills Act 
programs. A list of communities participating in the Mills Act Program is available online 
at http://www.ohD.parks.ca.aov/default.3sp7paae id=21412 . 

For additional information on the Mills Act, please contact Maryln Lortie in the Office of 
Historic Preservation, PO Box 942896, Sacramento CA 94296-0001, (916) 653-8911, 
mlort(S)ohD.parks.ca.oov. 

Mills Act Property Tax Abatement Program 
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Cali fornia State Codes Relat ing to Mills Act Program 

California Government Code, Article 12, Sections 50280 - 50290 

50280. Restriction of property use. 
Upon the application of an owner or the agent of an owner of any qualified historical 
property, as defined in Section 50280.1, the legislative body of a city, county, or city and 
county may contract with the owner or agent to restrict the use of the property in a 
manner which the legislative body deems reasonable to carry out the purposes of this 
article and of Article 1.9 (commencing with Section 439) of Chapter 3 of Part 2 of 
Division 1 of the Revenue and Taxation Code. The contract shall meet the 
requirements of Sections 50281 and 50282. 

50280.1. Qualified historic property. 
"Qualified historical property" for purposes of this article, means privately owned 
property which is not exempt from property taxation and which meets either of the 
following: 

(a) Listed in the National Register of Historic Places or located in a registered historic 
district, as defined in Section 1.191-2(b) of t i t le 26 of the Code of Federal Requlations. 

(b) Listed in any state, city, county, or city and county official register of historical or 
architecturally significant sites, places, or landmarks. 

50281. Required contract provision. 
Any contract entered into under this article shall contain the following provisions: 

(a) The term of the contract shall be for a minimum period of 10 years. 
(b) Where applicable, the contract shall provide the following; 
(1) For the preservation of the qualified historical property and, when necessary, to 

restore and rehabilitate the property to conform to the rules and regulations of the Office 
of Historic Preservation of the Department of Parks and Recreation, the United States 
Secretary of the Interior's Standards for Rehabilitation, and the State Historical Building 
Code. 

(2) For the periodic examinations of the interior and exterior of the premises by the 
assessor, the Department of Parks and Recreation, and the State Board of Equalization 
as may be necessary to determine the owner's compliance with the contract. 

(3) For it to be binding upon, and inure to the benefit of, all successors in interest of 
the owner. A successor in interest shall have the same rights and obligations under the 
contract as the original owner who entered into the contract. 

(c) The owner or agent of ah owner shall provide written notice of the contract to the 
Office of Historic Preservation within six months of entering into the contract. 

Mills Act Property Tax Abatement Program 
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50281.1. Fees. 
The legislative body entering into a contract described in this article may require that the 
property owner, as a condition to entering into the contract, pay a fee not to exceed the 
reasonable cost of administering this program. 

50282. Renewal. 
(a) Each contract shall provide that on the anniversary date of the contract or such 

other annual date as is specified in the contract, a year shall be added automatically to 
the initial term of the contract unless notice of nonrenewal is given as provided in this 
section. If the property owner or the legislative body desires in any.year not to renew 
the contract, that party shall serve written notice of nonrenewal of the contract on the 
other party in advance of the annual renewal date of the contract. Unless the notice is 
served by the owner at least 90 days prior to the renewal date or by the legislative body 
at least 60 days prior to the renewal date, one year shall automatically be added to the 
term of the contract. 

(b) Upon receipt by the owner of a notice from the legislative body of nonrenewal, the 
owner may make a written protest of the notice of nonrenewal. The legislative body 
may, at any time prior to the renewal date, withdraw the notice of nonrenewal. 

(c) If the legislative body or the owner serves notice of intent in any year not to renew 
the contract, the existing, contract shall remain in effect for the balance of the period 
remaining since the original execution or the last renewal of the contract, as the case 
• " " J t " — 

(d) The owner shall furnish the legislative body with any information the,legislative 
body shall require in order to enable it to determine the eligibility of the property 
involved. 

(e) No later than 20 days after a city or county enters into a contract with an owner 
pursuant to this article, the clerk of the legislative body shall record with the county 
recorder a copy of the contract, which shall describe the property subject thereto. From 
and after the time of the recordation, this contract shall impart a notice thereof to all 
persons as is afforded by the recording laws of this state. 

50284. Cancellation. 
The legislative body may cancel a contract if it determines that the owner has breached 
any of the conditions of the contract provided for in this article or has allowed the 
property to deteriorate to the point that it no longer meets the standards for a qualified 
historical property. The legislative body may also cancel a contract if it determines that 
the owner has failed to restore or rehabilitate the property in the manner specified in the 
contract. 

50285. Consultation with state commission. 
No contract shall be canceled under Section 50284 until after the legislative body has 
given notice of, and has held, a public hearing on the matter. Notice of the hearing shall 
be mailed to the last known address of each owner of property within the historic zone 
and shall be published pursuant to Section 6061. 

50286. Cancellation. 
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(a) If a contract is canceled under Section 50284, the owner shall pay a cancellation 
fee equal to 121/2 percent of the current fair market value of the property, as 
determined by the county assessor as though the property were free of the contractual 
restriction. 

(b) The cancellation fee shall be paid to the county auditor, at the time and in the 
manner that the county auditor shall prescribe, and shall be allocated by the county 
auditor to each jurisdiction in the tax rate area in which the property is located in the 
same manner as the auditor allocates the annual tax increment in that tax rate area in 
that fiscal year. 

(c) Notwithstanding any other provision of law, revenue received by a school district 
pursuant to this section shall be considered property tax revenue for the purposes of 
Section 42238 of the Education Code, and revenue received by a county 
superintendent of schools pursuant to this section shall be considered property tax 
revenue for the purposes of Article 3 (commencing with Section 2550) of Chapter 12 of 
Part 2 of Division 1 of Title 1 of the Education Code. 

50287. Action to enforce contract. 
As an alternative to cancellation of the contract for breach of any condition, the county, 
city, or any landowner may bring any action in court necessary to enforce a contract 

-including, but not limited to, an action to enforce the contract by specific performance or 
injunction. 

50288. Eminent domain. 
In the event that property subject to contract under this article is acquired in whole or in 
part by eminent domain or other acquisition by any entity authorized to exercise the 
power of eminent domain, and the acquisition is determined by the legislative body to 
frustrate the purpose of the contract, such contract shall be canceled and no fee shall 
be imposed under Section 50286. Such contract shall be deemed null and void for all 
purposes of determining the value of the property so acquired. 

50289. Annexation by city. 
In the event that property restricted by a contract with a county under this article is 
annexed to a city, the city shall succeed to all rights, duties, and powers of the county 
under such contract. 

50290. Consultation with state commission. 
Local agencies and owners of qualified historical properties may consult with the State 
Historical Resources Commission for its advice and counsel on matters relevant to 
historical property contracts. 

Mills Act Property Tax Abatement Program 
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California Revenue and Taxation Code, Article 1.9, Sections 439 - 439.4 

439. Historical Property Restrictions; enforc'eably restricted property. 
For the purposes of this article and within the meaning of Section 8 of Article XIII of the 
Constitution, property is "enforceabfy restricted" if it is subject to an historical property 
contract executed pursuant to Article 12 (commencing with Section 50280) of Chapter 1 
of Part 1 of Division 1 of Title 5 of the Government Code. 

439.1. Historical Property; definitions. 
For purposes of this article "restricted historical property" means qualified historical 
property, as defined in Section 50280.1 of the Government Code, that is subject to a 
historical property contract executed pursuant to Article 12 (commencing with Section 
50280) of Chapter 1 of Part 1 of Division 1 of Title 5 of the Government Code. For 
purposes of this section, "qualified historical property" includes qualified historical 
improvements and any land on which the qualified historical improvements are situated, 
as specified in the historical property contract. If the historical property contract does 
not specify the land that is to be included, "qualified historical property" includes only 
that area of reasonable size that is used as a site for the historical improvements. 

439.2. Historical Property; valuation. 
When valuing enforceably restricted historical property, the county assessor shall not 
consider sales data on similar property, whether or not enforceably restricted, and shall 
value that restricted historical property by the capitalization of income method in the 
following manner: 

(a) The annual income to be capitalized shall be determined as follows: 
(1) Where sufficient rental information is available, the income shall be the fair rent 

that can be imputed to the restricted historical property being valued based upon rent 
actually received for the property by the owner and upon typical rentals received in the 
area for similar property in similar use where the owner pays the property tax. When 
the restricted historical property being valued is actually encumbered by a lease, any 
cash rent or its equivalent considered in determining the fair rent of the property shall be 
the amount for which the property would be expected to rent were the rental payment to 
be renegotiated in the light of current conditions, including applicable provisions under 
which the property is enforceably restricted. 

(2) Where sufficient rental information is not available, the income shall be that which 
the restricted historical property being valued reasonably can be expected to yield under 
prudent management and subject to applicable provisions under which the property is 
enforceably restricted: 

(3) If the parties to an instrument that enforceably restricts the property stipulate 
therein an amount that constitutes the minimum annual income to be capitalized, then 
the income to be capitalized shall not be less than the amount so stipulated. For 
purposes of this section, income shall be determined in accordance with rules and 
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regulations issued by the board and with this section and shall be the difference 
between revenue and expenditures. Revenue shall be the amount of money or money's 
worth, including any cash rent or its equivalent, that the property can be expected to 
yield to an owner-operator annually on the average from any use of the property 
permitted under the terms by which the property is enforceably restricted. Expenditures 
shall be any outlay or average annual allocation of money or money's worth that can be 
fairly charged against the revenue expected to be received during the period used in 
computing the revenue. Those expenditures to be charged against revenue shall b e 
only those which are ordinary and necessary in the production and maintenance of the 
revenue for that period. Expenditures shall not include depletion charges, debt" 
retirement, interest on funds invested in the property, property taxes, corporation 
income taxes, or corporation franchise taxes based on income. 

(b) The capitalization rate to be used in valuing owner-occupied single family 
dwellings pursuant to this article shall not be derived from sales data and shall be the 
sum of the following components: 

(1) An interest component to be determined by the board and announced no later than 
September 1 of the year preceding the assessment year and that was the yield rate 
equal to the effective rate on conventional mortgages as determined by the Federal 
Housing Finance Board, rounded to the nearest 1/4 percent. 

(2) A historical property risk component of 4 percent. 
(3) A component for property taxes that shall be a percentage equal to the estimated 

toiai isx rats appiicabie IO ine propeiTy Tor me assessrneni year limes trie assessmenl 
ratio. 

(4) A component for amortization of the improvements that shall be a percentage 
equivalent to the reciprocal of the remaining life. 

(c) The capitalization rate to be used in valuing all other restricted historical property 
pursuant to this article shall not be derived from sales data and shall be the sum of the 
following components: 

(1) An interest component to be determined by the board and announced no later than 
September 1 of the year preceding the assessment year and that was the yield rate 
equal to the effective rate on conventional mortgages as determined by the Federal 
Housing Finance Board, rounded to the nearest 1/4 percent. 

(2) A historical property risk component of 2 percent. 
(3) A component for property taxes that shall be a percentage equal to the estimated 

total tax rate applicable to the property for the assessment year times the assessment 
ratio. 

(4) A component for amortization of the improvements that shall be a percentage 
equivalent to the reciprocal of the remaining life. 

(d) Unless a party to an instrument that creates an enforceable restriction expressly 
prohibits the valuation, the valuation resulting from the capitalization of income method 
described in this section shall not exceed the lesser of either the valuation that would 
have resulted by calculation under Section 110, or the valuation that would have 
resulted by calculation under Section 110.1, as though the property was not subject to 
an enforceable restriction in the base year. 
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(e) The value of the restricted historical property shall be the quotient of the income 
determined as provided in subdivision (a) divided by the capitalization rate determined 
as provided in subdivision (b) or (c)^ 

(f) The ratio prescribed in Section 401 shall be applied to the value of the property 
determined in subdivision (d) to obtain its assessed value. 

439.3. Historical Property; notice of nonrenewal. 
Notwithstanding any provision of Section 439.2 to the contrary, if either the county or 
city or the owner of restricted historical property subject to contract has served notice of 
nonrenewal as provided in Section 50282 of the Government Code, the county 
assessor shall value that restricted historical property as provided in this section. 

(a) Following the hearing conducted pursuant to Section 50285 of the Government 
Code, subdivision (b) shall apply until the termination of the period for which the 
restricted historical property is enforceably restricted. 

(b) The board or assessor in each year until the termination of the period for which the 
property is enforceably restricted shall do all of the following: 

(1) Determine the full cash value of the property pursuant to Section 110.1. If the 
property is not subject to Section 110.1 when the restriction expires, the value shall be 
determined pursuant to Section 110 as if the property were free of contractual, 
restriction. If the property will be subject to a use for which this chapter provides a • 
special restricted assessment, the value of the property shall be determined as if it were 
subject to the new restriction. 

(2) Determine the value of the property by the capitalization of income method as 
provided in Section 439.2 and without regard to the fact that a notice of nonrenewal or 
cancellation has occurred. 

(3) Subtract the value determined in paragraph (2) of this subdivision by capitalization 
of income from the full cash value determined in paragraph (1). 

(4) Using the rate announced by the board pursuant to paragraph (1) of subdivision 
(b) of Section 439.2, discount the amount obtained in paragraph (3) for the number of 
years remaining until the termination of the period for which the property is enforceably 
restricted. 

(5) Determine the value of the property by adding the value determined by the 
capitalization of income method as provided in paragraph (2) and the value obtained in 
paragraph (4). 

(6) Apply the ratios prescribed in Section 401 to the value of the property determined 
in paragraph (5) to obtain its assessed value. 

439.4. Historical Property; recordation. 
No property shall be valued pursuant to this article unless an enforceable restriction 
meeting the requirements of Section 439 is signed, accepted and recorded on or before 
the lien date for the fiscal year in which the valuation would apply. 

Milis Act Property Tax Abatement Program 
OHP Technical Assistance Bulletin #12 



Attachment 4 

SUBJECT: 

CITY OF SAN DIEGO. CALIFORNIA p - r r p ^ P " \ J T 

COUNCIL POLICY ^UK±<^iN i 
MILLS ACT AGREEMENTS FOR PRESERVATION OF HISTORIC 
PROPERTY 

POLICY NO.: 700-46 
EFFECTIVE DATE; July 18, 1995 

BACKGROUND: 

California state law authorizes cities to enter into contracts ("Mills Act Agreements") with the owners 
of qualified historical properties to provide a property tax reduction for the use, maintenance and 
restoration of historically designated properties. The minimum requirements for a Mills Act 
Agreement, as mandated by state law include: 

1) Minimum contract term often (10) years, automatically renewable on an annual basis, to be 
recorded against title to the property and running with the land. 

2) Owner shall maintain the regulated characteristics of historical significance of the Historic Site 
in accordance with1 the rules and regulations published by the Secretary of the Interior. 

3) Owner must allow reasonable periodic examination of the Historic Site, if a request is made 
and by prior appointment by representatives of the County Assessor, State Department of 

4) City may cancel the agreement following a duly notice public hearing if it is determined that 
the owner breached any mandatory conditions of the Contract. 

PURPOSE: 

This policy is adopted to provide a monetary incentive to the owners of historically designated 
properties in the form-of a property tax reduction for the maintenance, restoration and rehabilitation of 
historic properties within the City of San Diego. A properly recorded Mills Act Agreement 
automatically triggers an alternative method for determining the assessed value of the affected historic 
property, thus potentially resulting in significant property tax savings for the owner of the historic 
property. 

POLICY: , 

It is the policy of the City of San Diego to foster and encourage the preservation, maintenance, 
rehabilitation and restoration of historically designated properties. It is recognized by the City that a 
reduction in property taxes afforded by the Mills Act will serve as a key monetary incentive for _ 
citizens lo acquire, maintain and restore historic property within the City of San Diego. However, il is 
also recognized that the revitalization goals of the Mills Act may overlap and conflict with the 
neighborhood revitalization mission, goals, policies and programs of the Redevelopment Agency of 
the City of San Diego. Because of the negative impact on tax increment financing and other measures 
available to promote historic preservation through redevelopment. Mills Act Agreements shall be 
applied in redevelopment project and study areas as delineated below. 

IMPLEMENTATION: 

CP-700-46 
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1. Areas Outside of Redevelopment Project Areas and Study Areas 

The City Manager or designee is authorized to enter into a Mills Act Agreement with the owner of any 
historically designated property, upon application by the owner and subject to the following 
restrictions: 

A) The contract shall contain the minimum mandatory conditions required by state law. 

B) The owner shall pay a graduated processing fee of $100 per $100,000 of assessed value 
prorated to actual value, however in no event shall the processing fee exceed the actual cost of 
processing and recording the Agreement. 

C) A drive by inspection will be performed on a periodic basis by City staff to verify that the 
structure is being maintained in weather tight condition. 

D) The Owner must allow visibility of the exterior of the structure from the public right-of-way. 

2. Areas Within Redevelopment Project Areas and Studv Areas 

The City Manager or designee is authorized to enter into a Mills Act Agreement with the owner of a 
historically designated property located within a redevelopment project or study area, upon 
application by the owner, subject to the above restrictions, and including: 

Redevelopment Studv Areas 

Within a Redevelopment Study Area Mills Act Agreements shall be permitted in conformance 
with this City Council Policy 700-46 and Stale law requirements, until adoption of the 
redevelopment project area. Within the Sherman Heights and Grant Hill Historic Districts, 
however, should they become part of a redevelopment project area. Mills Act Agreements 
shall be implemented as in item 1 above. 

Redevelopment Project Areas 

Within a redevelopment project area, with the exception of the College Community 
Redevelopment Project Area. Mills Act Agreements shall be permitted as follows: 

1. Owner-occupied single-family homes (including properties which may have a second 
residential unit) shall be eligible for Mills Act Agreements, in conformance with this City 
Council Policy 700-46 and state law requirements. 

2. All other properties shall be eligible for Mills Act Agreements, in conformance with this City 
Council Policy 700-46 and State law requirements, on a case by case basis and only when all 
of the following criteria are met: 

(1) The property requires rehabilitation 

(2) The owner agrees to rehabilitate the property in accordance with plans approved by the 
Agency 

CP-700-46 
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(3) The owner demonstrates through a project proforma, which is independently evaluated by 
the Agency, that a Mills Act Agreement is necessary to achieve a financially feasible project, 
and the Agency concurs that a Mills Act Agreement is the appropriate form of public financial 
assistance. 

No Mill Act Agreement shall be implemented within the College Community Redevelopment Project 
Area. 

The City Manager shall report on annual basis to the City Council with respect to the number of Mills 
Act Agreements executed and the effectiveness of the program. 

CROSS REFERENCE: 

San Diego Municipal Code Section 26.0201, et seq. 
Government Code Sections 50280, et seq. 

HISTORY: 

Adopted by Resolution R-285410 02/27/1995 ' 
Amended by Resolution R-286051 07/18/1995 

CP-700-46 
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Attachment 5 

T H E C I T Y O F S A N D I E C O 

REPORT TO THE CITY COUNCIL 

DATE ISSUED: June 14, 2006 REPORT NO. 06-074 

ATTENTION: 

SUBJECT: 

REFERENCE: 

. Land Use and Housing Committee 
Agenda of June 21, 2006 

Fees for Nominations of Historical Resources and Mills Act Agreements 

Planning Department Budget hearing of June 13, 2005 

REQUESTED ACTION: 

The City of San Diego's historical resources incentive-based Mills Act program has been so 
successful that the workload requires a full time staff position. As the Planning Department's 
General Fund revenue has decreased along with staffing levels, there has been a need to reassess 
whether staff efforts that result in property owners receiving property tax relief in exchanee for 
maintaining their designated historical resource should be paid for by the General Fund. This 
report discusses a proposal to establish a series of fees to cover the City's expenses associated 
with processing individually submitted historical nominations. Staff is seeking support of the 
Land Use and Housing (LU&H) Committee prior to proceeding to City Council with the fee. ' 

STAFF RECOMMENDATION: 

Support the City Council direction given to the Planning Department at the June 2005 budget 
hearing and establish cost-recovery fees for: (1) public nominations of individual properties 
submitted for historical designation pursuant to Land Development Code (LDC) Section 

' 123.0202(a) (with certain limited exceptions); (2) Mills Act Agreement processing (revised fee); 
and, (3) Mills Act Agreement monitoring in accordance with the historical resource nomination 
and Mills Act Agreement fee schedule. Amend LDC by amending Section 123.0202(a) and 
adding Section 123.0207 (see Attachment I), and amend Council Policy 700-46 to reflect a 
revised fee (see Attachment 2). Apply the new fee to pending nominations and Mills Act 
Agreement requests. Defer adopting fees for processing public nominations of historical districts 
until the Historical Resources Board (HRB) completes it review and revision of the Historical , 
Districts policy. 

SUMMARY: 

BACKGROUND 

Designation of a property as a historical resource is a required prerequisite for an owner seeking 
a Mills Act Agreement to reduce their property tax assessment. The Planning Department's 



budget does not include a position for this designation or Mills Act program work. In addition, 
the majority of the cost associated with the designation of individually submitted historical 
resources is paid for by General Fund revenue. The City of San Diego generally charges a fee to f 
a property owner for services.specific to their property. The historical designation nomination 
process under discussion is contained in the LDC Section 123.0202(a) where any member o f the 
public may nominate any property for consideration as a historical resource. While the adopted 
LDC regulations allow for an individual's property to be nominated without their knowledge or 
approval, most nominations are made by a property owner for their own property. For this 
reason, this report refers to the nomination by any member of the public under LDC Section 
123.0202(a) with the commonly used term "voluntary nominations." 

A nomination submitted to the City is a request for an action to be taken by the HRB to designate 
a property as a historical resource. After designation, a property owner may request a Mills Act 
Agreement with the City. The Mills Act Agreement, after being recorded with the county, 
usually provides substantial property tax reduction to the property owner. Tax benefits to 
property owners vary greatly and depend on property location, size, and comparable rents in the 
area based on a formula established by state law. Staff calculates that, within the City, the 
average property tax savings for Mills Act recipients is 50 percent, varying between 25 percent 
and 75 percent. This tax.benefit, authorized by the state of California in Government Code 
Sections 50280-50290, has been available since 1995 within the City through Council Policy 
700-46 "Mills Act Agreements for Preservation of Historic Property." The Mills Act Agreement 
is entered into for a period of 10 years, with automatic renewal each year unless one of the 
parties proposes to end it. The City of San Diego may propose to end the Mills Act Agreement if 
m^ pr^pCi\,j io noi mamiai-i-ieu m sccorGLLû w wmj LÛ , WJ.O. U^^It/uury \JI ui^ iin^tiijr OLCUHJ-CHUO, VJI 

if other Mills Act Agreement provisions are not met. This property tax reduction is offered 
citywide, excluding some redevelopment areas, to owners of qualified properties as a financial 
incentive to maintain their designated historical resources. Other financial incentives may be 
available within redevelopment areas. 

See Proposed New Fe&s/Voiuntary Nomination Fee addressing the ability for nominations to 
be made by someone other than the property owner. It should be noted that nominations for 
historical designation that are referred to the HRB through the ministerial or discretionary review 
process from the Development Services department are fully charged for costs associated with 
the HRB staff review and processing of the referred, or "non-voluntary," nomination. 

DISCUSSION 

Currently there is no charge to individual nominating parties for historical resource designation. 
Under Council Policy 700-46, the Mills Act Agreement fee was set very low in 1995 to 
encourage property owner participation in the program. Council Policy 700-46 established a fee 
of $ 100 per $ 100,000 of assessed property valuation for processing a Mills Act Agreement, 
though the City Manager's staff capped the fee at S400. No fee is charged for the processing of 
the historical nomination because the City Council recognized the need to originally entice 
property owners to utilize the program. 

Based on the very large workload, staff is now proposing to recoup the actual costs of processing 
voluntary nominations and Mills Act Agreements. The current $400 fee limit for the Mills Act 
Agreement is lower than the estimated cost of $526, partly because the tasks performed to 
complete the Agreement are different than those anticipated in 1995. Government Code Section 
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50281.1 allows local jurisdictions to "... require that the property owner, as a condition to 
entering into the contract, pay a fee not to exceed the reasonable cost of administering this 
program." Staffs proposal is to establish a fee that recovers costs for professional and 
administrative staff time involved in processing and entering into the Mills Act Agreement. 

The cost to process voluntary nominations is currently absorbed by the General Fund. 
Reductions in the availability of General Fund revenue to the Planning Department have caused 
a review of services that are of direct benefit to property owners, identifying a need to recoup the 
cost of those services. , 

When the Mills Act program was set up in 1995, there was no Mills Act Agreement or 
designated-property monitoring system established. Agreements that were entered into early in 
the program have now existed for ten years. As previously mentioned. Mills Act Agreements are 
entered into for an initial period often years, with automatic renewal each year. There is a 
responsibility, as Mills Act Agreements are automatically renewed, for the City to assure that a 
property remains in compliance with the original Mills Act Agreement requirements since 
property owners continue to receive property tax relief intended to assist with maintaining 
compliance. Staff believes there is a critical need to secure the necessary resources required to 
implement a monitoring program to assure compliance with agreement provisions and 
preservation of designated properties. Specifically, a monitoring program would require si te 

Within the City of San Diego, the Mills Act has been an exceedingly successful incentive 

of San Diego than in any other jurisdiction in the state. See Attachments 5A and 5B for a 
comparative summary of the City's program and other state jurisdictions' programs. The City 
has recorded with the County Assessor 612 Mills Act Agreements from 1995 through 2005. 
Interest in the program remains high and continues to grow. 

Proposed New Fees 

State law authorizing the Mills Act program in cities allows collection of "a fee not to exceed the 
reasonable cost of administering tiiis program." Staffs proposed fees are based on the 
reasonable cost of providing a service to a customer. Staff has diligently analyzed 
average/typical time and costs associated with the processing of voluntary nominations and Mills 
Act Agreements to identify an appropriate fee amount (see Attachments 3A, 3B, 3C and 3D). 
The proposed fee of $2,360 consists of the following: 51,529 per designation process; $526 per 
Mills Act Agreement process; and S305 to be assessed for monitoring with the initial agreement 
and every five years thereafter. The nomination fee of $1,529 is dueupon submittal of the 
nomination, and the Mills Act Agreement and Monitoring Program fees are due upon submittal 
of a signed and notarized agreement submitted by the property owner following the designation 
hearing. (Please note that while the costs identified in Attachment 3 include some time of a 
Deputy City Attorney, that the City Attorney's office has issued an April 19, 2006 memorandum 
indicating that their expenses for working on these activities are cost-recoverable. Thus, fees 
may be adjusted slightly to reflect attorney's costs on certain fee components.) 

• Voluntary Nomination Fee of $ 1,529 (see Attachment 3 A): Currently the entire cost of 
processing a voluntary historical nomination request is absorbed by the General Fund. 
Since this process is a service to individual property owners, staff recommends 
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establishing a fee that recoups the average/typical cost of processing a voluntary 
nomination. The fee would cover direct costs of City staff to accept, review and analyze 
reports, conduct a site, visit, and take to an HRB hearing each request for designation. 
The fee would also cover the costs of required document preparation that must be 
performed for each site upon designation by the HRB. 

It should be noted that the applicable LDC section allows an application by any member 
of the public, not just by the property owner. Therefore, this fee would be charged to the 
actual person or persons submitting the nomination (e.g., neighbors submitting each 
others' residences as well as individuals or historical societies submitting someone's 
property without the owner's support - both rare exceptions to the voluntary nature of this 
program). 

In public meetings where the proposed fee was discussed, there was concern expressed 
about the negative impact upon the ability for individuals or organizations to make 
nominations that would benefit the general public interest. Staff proposes that there be a 
fee exception created for certain categories of designations that can be viewed as 
benefiting the general public interest and supporting General Plan Historic Preservation 
Element and community plan goals. Staff anticipates this category could include 
nominations of resources with communitywide or citywide significance, but would not 
typically include individual residences. If this concept is supported by the LU&H 
Committee, staff will prepare further modifications to LDC Section 123.0202(a) for City 
Council adoption. 

Staff also can assist a property owner who is unsure about whether their property is a 
likely candidate for designation and who is hesitant to spend $1,529 for the nomination's 
submittal. Upon request, staff spends time, approximately one-half hour, discussing any 
site with an owner without charge. This is typically an adequate amount of time for the 
owner and their consultant to get a sense of the property's physical characteristics and 
changes and can alert the owner if there are obvious concerns about the property's ability 
to meet the U.S. Secretary of the Interior's Standards for designation. 

Mills Act Agreement Processing Fee of S526 (Attachment 3B): Under Council Policy 
700-46, the City Council authorizes staff to collect a fee for costs of processing the Mills 
Act Agreements. Staff recommends discontinuing the current fee which is based on 
assessed property values of record. Alternately, staff proposes a fee based on the 
calculated cost of the actual tasks required to process a Mills Act A.greement. Included in 
this fee are costs for document preparation, discussions and agreements with property 
owners, legal agreement signing and review, and recording of the agreement (see 
Attachment 2 for proposed revisions to Council Policy 700-46 supporting the fee 
revision). 

It should be noted that staffs intent is to amend the Mills Act Agreement document shell 
itself and clarify current standard provisions. In addition, staff intends to include in 
future agreements any specific property improvements or conditions that the HRB or staff 
identify during the designation process that would assure that the property would be 
improved or maintained in ,a condition that warrants the agreement's property tax 
reductions. Other jurisdictions granting Mills Act Agreements impose conditions, and 
staff intends to adopt this practice. Typical requirements could include assuring visibility 
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of the site from the public right-of-way, reversing incompatible non-historic 
improvements, and maintaining key historical features of the property. Also included 
would be the requirement to pay a future monitoring fee as proposed below. 

• Mills Act Agreement Monitoring Fee of S305 initially and every 5 years thereafter 
(Attachment 3C): The purpose of the Mills Act legislation and Council Policy 700-46 is 
to encourage properly owner reinvestment in historical properties through the use of 
property tax savings. A monitoring program is necessary to ensure agreement 
compliance and proper maintenance of designated properties in accordance with 
standards. Staff proposes this program component to assure that there is public benefit 
attained in exchange for the foregoing of a portion of a historical site's normally-assessed 
property tax. This fee would be assessed at the time of the initial Mills Act Agreement 
and every five years thereafter. Payment of this fee would be a condition of the Mills Act 
Agreement, meaning that non-payment of a future monitoring fee assessment would 
constitute violation of the Mills Act Agreement and subject it to revocation. Staff has not 
yet developed the program to identify how to assess this proposed fee to current Mills 
Act Agreement holders. 

• Staff has also developed an additional fee of $751 that would be charged only in the case 
of a violation of the Mills Act Agreement (see Attachment 3D). In that case, staff 
would need to pursue compliance with the agreement, or process a revocation action. 

Application of Fees for Submittals Pending Staff Review 

Staff has had authorization to proceed with developing a fee since December 2003 (a LU&H 
Committee meeting directive). In addition, the City Council directed development of a fee. 
during the budget hearings in June 2005. In neither hearing, however, was the issue of how to 
financially treat pending requests for voluntary nominations addressed. In order to treat all 
nominations equitably, staff proposes that all (approximately 60) pending requests be subject to 
the new fee. It is fair that requests continue to be, evaluated and processed in order of submittal, 
with the longest-pending requests processed prior to newly-submitted ones. However, given that 
cost recovery is now a requirement to.support this program, all requests that have not been 
reviewed and worked on by staff should be subject to the fee. All nominations currently 
awaiting staff review were submitted after July 1, 2005, i.e., after the date the City Council 
directed a fee be developedand returned for adoption. A City Attorney's memo, dated March 10, 
2005, supports the City's ability to apply the designation fee to these waiting nominations. 

Unlike development projects typically seen by City decisionmakers, designation requests 
submitted under LDC Section 123.0202(a) are voluntary. Because these requests are not 
submitted in order to receive permission to make structural modifications to one's property, an 
applicant or owner may withdraw an application to avoid payment of the fee. There is no 
penalty for withdrawing an application, and there is no mandate for the HRB to go forward with 
the designation.process if an applicant chooses not to proceed. Property owners may make 
modifications to potential historical properties without the need to process a historical 
designation if those modifications are consistent with the U.S. Secretary of the Interior's 
Standards. 

The City Council may establish the fee and apply it to pending nominations. Those nominations 
yet to be analyzed by staff as of the effective date of the fee would need to submit the 
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nomination fee as well as the Mills Act Agreement processing fee and monitoring fee in order to 
complete the Mills Act recordation (the final City step in the property tax reduction process). If 
processing of a nomination has been completed, and the site has been designated by the HRB, f 
then only a revised Mills Act Agreement fee and a monitoring fee would be collected. 

Additional Fee Issues 

Additional issues with the fee proposal have arisen during staffs outreach and discussion with 
community representatives, members of the public, and historical property consultants. A 
meeting was held in May 2006 and many of the same issues arose as from a May 2004 meeting. 
Major issues are expressed through a letter from the Save Our Heritage Organisation (SOHO), 
(see Attachment 4). Staff took these recommendations seriously; however, after reviewing the 
Planning Department's fiscal situation and conferring with the City Attorney's office, staff 
cannot support any of these alternative fee proposals. 

• Sliding scale fee: It has been suggested to staff that rather than establishing a single fee 
to be collected from every individually submitted property voluntarily applying for 
historical designation, that a sliding scale could be used to charge this fee based on 
assessed value or most recent purchase price, whichever is greater. It has been suggested 
that the amount charged could be $200 per $ 100,000 of assessed value or purchase price, 
up to a maximum charge equal to staffs actual cost to process the application. Staff has 
estimated that the typical cost of processing an application for historical designation is 
$1,529. Therefore, under this approach, sites with an assessed value or recent sales price 
ui ' appiOXiiiiatcjy $750 ,000 Oi gictuci WULUU pay illc calculated COST of t he actual w o r k 

performed by staffer more. Those with assessed value or recent sales price below 
$750,000 would pay at a less-than-cost-recovery fee rate. 

Staff does not support a sliding scale for several reasons: (1) while the cost of a 
consultant-prepared historical report may vary, based on property value because of 
potentially higher probability of famous inhabitants or notable architects, the staff cost 
associated with review of high-value properties is too similar to that of lower-value 
properties to establish different fee levels; and (2) basing a fee on property value 
replicates a tax on the property and has been successfully challenged as such for other 
City value-based fees. 

• Payment of all fees at the time of the Mills Act Agreement rather than when a 
nomination is submitted: It has been suggested (by SOHO and others) that a fee not be 
charged at the time of nomination submittal but instead at the time a Mills Act Agreement is 
entered into. It was suggested that a submitter of a nomination could sign a statement 
committing to paying the nomination fee at the time of submittal of the Mills Act 
Agreement, i.e., after receiving historical designation status, The perceived benefits of a 
delayed imposition of the fee would be: those who cannot afford the City's fee (components 
total about $2,400; up front is about $1,500) will be kept from having their property 
designated and delaying the fee will give them confidence that they will get the future tax 
relief; and, individuals may be interested in designation only for preservation of the home, 
not for the Mills Act tax relief and they should not pay if they are only designating for 
public benefit. 
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Staffs response is that the City Attorney has advised, in a June 17, 2005, memo that 
".. .there is no compelling governmental purpose to warrant charging Mills Act 
Agreement applicants for the cost of the historical designation process while providing 

S"** the service at no cost to property owners that elect not to apply for a Mills Act 
Agreement." Staff believes there is a risk in being able to collect a fee if the HRB denies 
a designation; owners will not want to pay for a process where they are not able to 
proceed to reduce their property tax. In other fee or deposit processes in the City, an 
applicant must pay whether a project is approved or denied: the same requirement should 
apply here since the same amount of staff work is required to move a nomination to an 
HRB hearing. It should be noted that staff has calculated that 55 percent of the Mills Act 
recipients will be able to recoup $2,000 in designation and Mills Act fees within one 
year, and 77 percent will recoup $2,000 within the first two years. Savings will continue 
to accumulate each year. 

In the same June 17 memo, the City Attorney agrees with staff that "cost recovery is best 
accomplished by charging the designation applicant at the time of application for 
designation or at established stages of the appUcation process, but in either case,before 
the service is rendered." The Planning Department does not have the capacity in its 
budget to carry, or perhaps even forego, fees for work already performed. 

P.efer to the Proposed New Fees/VGlustsry Nomination Fee section to see that staff 
offers a free consultation to a property owner who wants to discuss whether their property 
is a likely candidate for designation, and to discuss the benefits of designation. 

Required Resources 

One full time professional staff position is necessary to perform the tasks associated with the 
program discussed in this report. It is estimated that the designation processing portion of this 
program will require approximately 0.5 Full Time Equivalent (FTE) position per year, and the 
new Mills Act Agreement monitoring and maintenance component would be approximately 
another 0.5 FTE position. As with other positions in the historical resources program, the 
Planning Department will seek an individual who meets the standards for staffing a Certified 
Local Government program to fill this position. 

It is staffs intention to closely monitor the revenue and costs of this program to ensure that staff 
time is fully recovered through the fee structure and that the program provides a high quality . 
service to owners of designated historical resources for the benefit of the public. Adjustments to 
the fee schedule and the nomination and agreement process, in the future to better reflect 
accumulated experience, are a necessary component of the program to ensure accountability and 
credibility. 

CONCLUSION 

The City of San Diego greatly values the presentation of its historical resources and 
neighborhood character which occurs as a result of the designation of historical properties. Mills 
Act Agreements and voluntary nomination opportunities for property owners continue to provide 
a mutual benefit for both the City and historic property owners. The City Council has 
acknowledged the Planning Department's lack of resources to continue to support such efforts 
and has directed staff to develop a fee proposal. As presented herein, staff recommends adopting 
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a conservatively-calculated average fee for the processing of designation requests submitted in 
accordance with LDC Section 123.0202(a), a Mills Act Agreement, and a monitoring program. 
Additionally, staff recommends that the fee be applied to pending applications as previously 
discussed. Adoption of the complete fee proposal will provide the funding source necessary to 
effectively implement this function within the Historical Resources section of the Planning 
Department. 

While voluntary nomination is a popular component of the historical resources work program, 
there are other equally important parts of the program that benefit the City as much as voluntary 
nominations do. Other private property-based staff costs typically are paid for by fees or 
deposits. The position added by the City Council to the historical resource program for Fiscal 
Year 2007 (FY07) will be utilized in work assignments critical to the City's program overall, 
including processing of historical districts. It is not staffs intent to utilize any significant portion 
of the new General Fund position for work attributable to voluntarily submitted historical 
nominations. 

Staff is working with the HRB to review and modify the adopted Historical Districts policy. 
Once the revisions are made to this policy, staff will be able to better identify how the costs of a 
publicly-submitted historical district should be assessed. 

In summary, the LU&H Committee is being asked to make recommendations to the City Council 
on the following actions; 

123.0202(a) to authorize a fee for voluntary nominations, and to add Section 123.0207: 
Mills Act Agreements for Preservation of Historic Property. 

2. Revisions to Council Policy 700-46 authorizing the granting of Mills Act tax reductions. 
3. Adoption of a fee for historical nominations submitted under LDC Section 123.0202(a). 
4. Adoption of a revised fee for the cost of processing Mills Act Agreements. 
5. Adoption of a fee to cover staffs costs of monitoring compliance of property owners 

with their Mills Act Agreements. 
6. Adoption of a fee that would be charged to properties that are found to be out of 

compliance with their Mills Act Agreement requirements. 
7. Inclusion in the fee ordinance is a provision to apply the nomination fee lo those 

nominations awaiting review and processing by City staff. 

ALTERNATIVE 

Do not adopt the nomination or monitoring fees discussed in this report. If fees are not adopted, 
this component of the historical resources program will become a General Fund function and 
nominations will be processed by staff as time is available. If this alternative is adopted by the. 
City Council, staff projects capacity of processing about three voluntary nominations per month. 
This capacity does not allow staff to keep up with the average annual number of voluntary 
nominations submitted (around 50-60) and the current backlog would be expected to continue to 
grow. If this alternative is selected, staff recommends that it be clarified by the City Council that 
this pace of staff work is appropriate, given that the program would be General Fund supported. 
Mills Act Agreement fees would continue to be collected from interested property owners. 



Staff does not recommend adopting the fees for only newly-submitted voluntary nominations but 
not charging those nominations waiting in the queue. As indicated, the City Attorney has 
indicated that a "retroactive" nomination fee is fair treatment for both waiting and future 
nominations. 

FISCAL CONSIDERATION: 

One full time professional staff position is necessary to perform the tasks associated with the 
program discussed in this report. It is estimated that the designation processing portion of this 
program will require approximately 0.5 FTE position per year, and the new Mills Act Agreement 
monitoring and maintenance component would be approximately another 0.5 FTE position. In 
order to include an additional position in the Planning Department budget to oversee the 
voluntary nomination/Mills Act program, the cost recovery of expenses.must be assured since 
the Planning Department has no excess General Fund revenue to support this program. Fees 
have been based on expenses for an Associate Planner job classification although the Personnel 
Department has not yet classified a position level for this job. 

PREVIOUS COUNCIL and/or COMMITTEE ACTION: 

In December 2003, Planning Department staff asked the LU&H Committee to support a 
moratorium on processing voluntary' nominations while staff prepared a fee for the service. 
While the LU&H Committee did not.approve a moratorium, it did "authorize staff to develop a 
fee proposal" and ilto investigate internal restaffing and volunteer opportunities, and limiting the 

" r \ . , « , , r , « , , , , ~ f 4-1*. 

Department's Fiscal Year 2006 (FY06) budget, the City Council directed staff to prepare a fee 
proposal to recover costs associated with nominations of historical resources submitted by any 
member of the public. 

COMMUNITY PARTICIPATION and PUBLIC OUTREACH EFFORTS: 

In the six months following the December 2003 LU&H direction, HRB staff met several times 
with the Policy Subcommittee of the HRB, and several times' with historical resources consultants, 
community historical societies, and representatives of the City's recognized community planning 
groups. The policy subcommittee of the HRB has consistently supported a fee to cover staff 
processing costs of voluntary nominations. However, both historical properties consultants (who 
themselves charge fees to property owners) and community representatives expressed concern that 
any fee, other than a nominal one, would deter property owners who wanted their properties to be 
designated as a historical resource from coming forward. The same positions came forward from 
consultants and community representatives at a meeting held in May 2006. 

Respectfully submitted, 

William Anderson, FAICP, Director 
City Planning and Community Investment 

James T, Waring, Deputy Chief 
Land Use and Economic Development 

WARING/ANDERSON/MCCULLOUGH/ah 
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Attachments: 1. Land Development Code, Chapter 12, Article 3, Division 2 with 
amendment to Section 123.0202(a) and new Section 123.0207 

2. Revisions to Council Policy 700-46 "Mills Act Agreements for 
Preservation of Historic Property" 

3A. Fee Components for Nomination Fee for Applications Submitted by any 
Member of the Public Pursuant to LDC Section 123.0202(a) 

3B. Mills Act Agreement Processing Tasks 
3C. Mills Act Agreement Monitoring Program Fee 
3D. Mills Act Monitoring Program Fee/Enforcement 
4. SOHO Letter, dated July 21, 2005 
5A. Mills Act Savings in the City of San Diego 
5B.' Historic Preservation Program Information for California Municipalities 

Comparison 
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M i l l s A c t P r o g r a m W o r k i n g Dra f t 

Existing 
Frogram 

Proposed 
P rogram 

Numerical 
Limit 
No limit 

Annual Limit 

Eligibility Uequiremeuts 

All designated properties eligible (inside RA 
discretionary) 

Designation by December 31 s l of previous 
year and meets at least one of the following 
criteria where granting an agreement would; 

1. substantially contribute to-the 
preservation of a historical resource 
threatened by deterioration or 
abandonment; 

2. enhance opportunities for 
maintaining or creating affordable 
housing; 

3. facilitate preservation and 
maintance of a property in cases of 
economic hardship; or 

4. support substantial reinvestment in 
a historical resource and/or 
reliabilitation of a historical 
building or structure in an area 
where (he City is concentrating 
revitilization efforts (outside RA) 

Application 
Deadline 
October 1 

March 31 

Mills Act Requirements 

Visibility of the resource 
and site specific 
conditions 
10-year tailored 
agreement for every 
property to achieve 
necessary rehabilitation 
or restoration plan; 
visibility of resource 

Inspection 
Requirements 
None 

Prior to new 
agreement and 
every 5 years 
(prior lo renewal 
date) 

Fees 

$100 for every $100k 
of assessed value, up 
t oamaxof$4U0 

$590 for agreement 
(one time); 
$492 monitoring fee 
paid at time of 
agreement and every 
5 years (will be 
applied to existing 
agreements at time of 
renewal) 
$949 enforcement fee 
only if needed 

HRB Policy Subcommittee 1/14/08 



M i l l s A c t P r o g r a m W o r k i n g D r a f t * 

Existing 
Program 

Numerical 
Limit 
No limit 

Eligibility Requirements 

All designated properties eligible (inside RA 
discretionary) 

Application 
Deadline 
October 1 

Mills Act Requirements 

Visibility of the resource 
and site specific 
conditions 
10-year tailored 
agreement for every 
property to achieve 
necessary rehabilitation 
or restoration plan; 
visibility of resource 

Inspection 
Requirements 
None 

Fees 

$100 for every $ 100k 
of assessed value, up • 
lo a max of $400 

Proposed 
P rogram 

Annual Limit Designation by December 31 s ' of previous 
year and meets at least one of the following 
criteria where granting an agreement would; 

1. substantially contribute to the 
preservation of a historical resource 
tluealened by deterioration or 
abandonment; 

2. enhance opportunities for 
maintaining or creating affordable 
housing; 

3. facilitate preservation and 
maintance of a property in cases of 
economic hardship; or 

4. support substantial reinvestment in 
a liistotical resource and/or 
reliabilitation of a historical 
building or structure in an area 
where the City is concentrating 

. revitilization efforts (outside RAJ 

March 31 Prior to new 
agreement and 
every 5 years 
(prior to renewal 
date) 

$590 for agreement 
(one time); 
$492 monitoring fee 
paid at lime of 
agreement and every 
5 years (will be 
applied to existing 
agreements at lime of 
renewal) 
$949 enforcement fee 
only ifneeded 

* with provisions for "pipeline" nominations submitted prior to effective dale of adopted changes to program 

CPC meeling 3/25/20U8 



Attachment 7 

T H E C I T Y O F S A N D I E G O 

Historical Desources Board 

DATE ISSUED: 

ATTENTION: 

SUBJECT: 

July 18, 2008 REPORT NO. HRB-08-052 

Historical Resources Board 
Agenda of July 24, 2008 

ITEM 12 - PROPOSED CHANGES TO THE MILLS ACT 
PROGRAM 

DESCRIPTION: Consider proposed changes to the current Mills A.ct program and make 
recommendations on the proposed changes to the San Diego City Council., 

STAFF R£COMMENDA.TION 

HRB Staff recommends that the Board make the following recommendations to the San Diego 
City Council related to the Mills Act Program: 

1. Set an annual fiscal limit for Mills Act agreements based on new revenue loss to the 
general fund and do not set an aggregate limit for the total number of Mills Act 
agreements. 

2. Establish eligibility requirements for new Mills Act agreements and retain current 
discretion within Redevelopment Areas. Require historic designation by December 31 of 
the year preceding the application for a Mills Act agreement and require the property 
owner to meet at least one of the following criteria where granting an agreement would: 
1. substantially contribute to the preservation.of a historical resource threatened by 

deterioration or abandonment; 
2. enhance opportunities for maintaining or creating affordable housing; 

City Planning & Community Investment 
202 C Street, MS 4A • San Diego, CA 92101-3865 

Tel (619) 235-5200 Fax (619) 533-5951 



3. facilitate preservation and maintenance of a property in cases of economic hardship; /~~\ 
or, 

4. support substantia] reinvestment in a historical resource and/or rehabilitation of a 
historical building or structure. 

3. Change tine application deadline to March 31 of each year. 
4. Add a requirement for a 10-year tailored agreement with annual renewal for every 

property to achieve necessary rehabilitation or implement a restoration plan and retain the 
requirement for visibility of the resource from the public right-of-way. 

5. Establish an inspection schedule for monitoring of Mills Act properties prior to a new 
agreement and every 5 years thereafter prior to the renewal date. 

6. Establish cost recovery fees for implementation of the Mills Act program, as follows: 
S590 for agreement (one time); $492 monitoring fee paid at time of agreement and every 
5 years; and S949 enforcement fee only if needed. 

BACKGROUND • 

The Mills Act was enacted in 1972 by the State of California to enable local jurisdictions "to 
enter into contracts with property owners of qualified historic properties who actively participate 
in the restoration and maintenance of their historic properties while receiving property tax rel ief 
(see Attachment I). The San Diego City Council adopted Council Policy 700-46 in 1995 "to 
provide a monetary incentive to the owners of historically designated properties in the form of a 
property tax rcuuctiCu i.or LU6 maHjuCticuiCt, r&SLoratiOii aiiu rc^iauiiiiiuion oi iiiaioric piupcrut^a 
within the City of San Diego" (Attachment 2). The first Mills Act agreement was recorded in 
1996. During the past 12 years the number of agreements has increased substantially and the 
program is the most active one within the State. As of June 2008, there are approximately 901 
effective Mills Act agreements for historic properties within the City. 

Review of the City's Mills Act program began in 2004 with a focus on changing the fee structure 
from a percentage of the property's assessed value up to a maximum of $400 to a cost recovery 
fee that would provide sufficient revenue to the City to pay the cost of the service being offered 
in preparation and monitoring of Mills Act agreements. This initial review of the program 
included an acknowledgement by the City that sufficient monitoring and inspection of Mills Act 
properties was not occurring. While staff observes the conditions of designated historic 
properties while conducting site visits for other nominated properties and project reviews, there 
is no formal monitoring or inspection procedure. The fee structure developed at this time 
included the costs for staff time to monitor existing Mills Act properties along with time to 
prepare new agreements. Staff met with preservation stakeholders several times between 2004 
and 2006 to discuss the fee proposal and need for more formal inspections of Mills Act 
properties. 

As part of this process, staff researched how other California cities and counties implemented the 
Mills Act A number of cities, large and small, throughout the State were contacted to obtain 
information about their programs. Categories of information included numerical limits, 
eligibility requirements, application deadline, contract requirements, inspection requirements, 
and fee. The data was compiled and compared to the City's program. Staff presented 
information comparing the City's overall Mills Act program with other jurisdictions' programs 
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and the potential for changes to the HRB Policy Subcommittee during 2006 and 2007. A draft 
proposal for changes to the City's program was presented to the HRB Policy Subcommittee in 
January 2008. 

There was much public interest and concern about the proposed changes expressed at the Policy 
Subcommittee meeting and to staff and the Mayor's office following the meeting. Staff 
continued to research other jurisdictions' programs and refine the proposed changes, considering 
public input and the City's desire to increase the effectiveness of the program and assure 
compliance with performance requirements. A revised proposal was presented to the 
Community Planners Committee in March 2008. Again, concern about the proposed changes 
was expressed. In order to provide the broadest public review and obtain the greatest public 
input possible, the HRB held two workshops, in April and June 2008. Every owner of a 
designated historic property or of a nominated property was notified by mail of these workshops. 
A very significant number of people attended the workshops. Many individuals expressed 
opposition to specific changes being proposed by staff. However, there was general agreement 
with some changes related to an earlier application deadline, need for tailored agreements that 
include appropriate maintenance and/or rehabilitation, an inspection schedule, and reasonable 
fees. There remains strong opposition to any change in the program that would limit the number 
of new contracts or add eligibility requirements for new contracts. Attachment 3 provides a 
summary of the issues raised by Board members and the public, the City's response to the issues 
raised, and background information related to the issues. 

ANALYSIS 

It is the City's position that changes to the current Mills Act program are warranted for a number 
of reasons. The program was established at a time when the City was not able to regulate the 
preservation of historical resources and with only minimal oversight provided for monitoring of 
.Mills Act properties. The Land Development Code now includes historical resources regulations 
and it is understood that formal monitoring of agreements is necessary. There is a desire on the 
part of the City to improve accountability of the overall program and to understand and manage 
the fiscal impacts of the program on an annual basis. 

Proposed changes are compared to the existing program in Attachment 4. A discussion of the 
implementation of each change and the effect of the proposed change on property owners is 
included, as well. 

.Although minimal in overall City budget, staff believes it is important to understand the fiscal 
impact of the program and manage it on an annual basis. The current loss is of property tax 
revenue to the City's General Fund is $1,126,073 from Mills Act property valuations. Setting a 
fiscal limit would not eliminate the program and is not expected to reduce the current level of 
new yearly contracts. For example, a limit of $100,000 to $150,000 new loss would result in an 
average of 78 to 118 new contracts yearly. The average number of new contacts annually is 
approximately 75. 

The intent of including eligibility criteria as a requirement for obtaining a Mills Act agreement is 
to address other General Plan policies through the directed use of new Mills Act contracts and 
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prioritize new contracts for properties that are in immediate need of rehabilitation or restoration f 
efforts; to help to achieve citywide housing needs; in situations when ordinary maintenance of a 
historic properly is economically prohibitive; and for owners that can demonstrate the tax 
savings would support substantial reinvestment in their historic property. 

Based on research related to other California jurisdictions, the City's stated desire to have a 
program that is highly accountable and to understand and manage the fiscal impacts of the 
program, staff recommends the HRB make the following recommendations to the City Council: 

1. Set an annual fiscal limit for Mills Act agreements based on new revenue loss to the 
general fund and do not set an aggregate limit for the total number of Mills Act 
agreements. 

2. Establish eligibility requirements for new Mills Act agreements and retain current 
discretion within Redevelopment Areas. Require historic designation by December 31 of 
the year preceding the application for a Mills Act agreement and require the property 
owner to meet at least one of the following criteria where granting an agreement would: 

1. substantially contribute to the preservation of a historical resource threatened by 
deterioration or abandonment; 

2. enhance opportunities for maintaining or creating affordable housing; 
3. facilitate preservation and maintenance of a property in cases of economic hardship; or, 
4. support substantial reinvestment in a historical resource and/or rehabilitation of a 

3. Change the application deadline to March 31 of each year. 
4. Add a requirement for a 10-year tailored agreement with annual renewal for every 

property to achieve necessary rehabilitation or implement a restoration plan and retain the 
requirement for visibility of the resource from the public right-of-way. 

5. Establish an inspection schedule for monitoring of Mills Act properties prior to a new 
agreement and every 5 years thereafter prior to the renewal date. 

6. Establish cost recovery fees for implementation of the Mills Act program, as follows: 
S590 for agreement (one time); $492 monitoring fee paid at time of agreement and every -
5 years; and $949 enforcement fee only if needed. 

CONCLUSION 

In conclusion, staff recommends a number of changes to the existing Mills Act program to 
improve accountability and manage the fiscal impact. 

Cathy Winterrowd 
Senior Planner/Proaram Coordinator 

Attachment: 1. OHP Technical Bulletin 
2. San Diego City Council Policy 
3. Issues Matrix 
4. Summary of Existing Program and Proposed Changes Matrix 
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This publication has been financed in part with Federal funds from the National 
Park Service, Department of the Interior, under the National Historic Preservation 
Act of 1966, as amended, and administered by the California Office of Historic 
Preservation. The contents and opinions do not necessarily reflect the views or 
policies of the Department of the interior, nor does the mention of trade names or 
commercial products constitute endorsement or recommendation by the 
Department of the Interior. Under Title VI of the Civil Rights Act of 1964 and 
Section 504 of the Rehabilitation Act of 1973, the U.S. Department of the Interior 
strictly prohibits unlawful discrimination on the basis of race, color, national 
origin, age, or handicap in its federally-assisted programs. If you believe you 
have been discriminated against in any program, activity, or .facility as described 
above, or if you desire further information, please write to Office for Equal 
Opportunity, U.S. Department of the Interior, National Park Service, Box 37127, 
Washington DC 20013-7127. 
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Mills Act Property Tax Abatement Program 

Purpose of the Mills Act Program 
Economic incentives foster the. preservation of residential neighborhoods and the 
revitalization of downtown commercial districts. The Milis Act is the single most 
important economic incentive program in California for the restoration and preservation 
of qualified historic buildings by private property owners. 

Enacted in 1972, the Mills Act legislation grants participating local governments (cities 
and counties)'authority to enter.into contracts with owners of qualified historic properties 
who actively participate in the restoration and maintenance of their historic properties 
while receiving property tax relief. 

Benefsts to Local Governments 
The Mills Act allows local governments to design preservation programs to 
accommodate specific community needs and priorities for rehabilitating entire 
neighborhoods, encouraging seismic safety programs, contributing to affordable 
housing, promoting heritage tourism, or fostering pride of ownership. Local governments 
have adopted the Milis Act because they recognize the economic benefits of conserving 
resources and reinvestment as well as the important role historic preservation can play 
in revitalizing older areas, creating cultural tourism, building civic pride, and retaining the 
sense of place and continuity with the community's past. 

A forma! agreement, generally known as a Milis Act or Historical Property Contract, is 
executed between the local government and the property owner for a minimum ten-year 
term. Contracts are automatically renewed each year and are transferred to new owners 
when the property is sold. Property owners agree to restore, maintain, and protect the 
property in accordance with specific historic preservation standards and conditions 
identified in the contract. Periodic inspections by city or county officials ensure proper 
maintenance of the property. Local authorities may impose penalties for breach of 
contract or failure to protect the historic property. The contract is binding to all owners 
during the contract period. 

Benefits to Owners 
Owners of historic buildings may qualify for property tax relief if they pledge to 
rehabilitate and maintain the historical and architectural character of their properties for 
at least a ten-year period. The Mills Act program is especially beneficial for recent 
buyers of historic properties and for current owners of historic buildings who have made 
major improvements to their properties. 

Mills Act Property Tax Abatement Program 1 
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Milfs Act participants may realize substantial property tax savings of between 40% and 
60% each year for newly improved or purchased older properties because valuations of 
Mills Act properties are determined by the income Approach to Value rather than b y the 
standard Market Approach to Value. The income approach, divided by a capitalization 
rate, determines the assessed value of the property. In general, the income of an 
owner-occupied property is based on comparable rents for.similar properties in the 
area, while the income amount on a commercial property is based on actual rent 
received. Because rental values vary from area to area, actual property savings vary 
from county to county. In addition, as County Assessors are required to assess all 
properties annually, Mills Act properties may realize slight increases in property taxes 
each year. 

Qualified Historic Property 
A qualified historic property is a property listed on any federal, state, county, or city 
register, including the National Register of Historic Places, California Register of 
Historical Resources, California Historical Landmarks, State Points of Historical interest, 
and locally designated landmarks. Owner-occupied family residences and income-
producing commercial properties may qualify for the Mills Act program.. 

OHP'sRoie 
OHP provides technical assistance and guidance to local governments and property 
owners. OHP maintains a current list of communities participating in the Mills Act 
program and copies of Mills Act ordinances, resolutions, and contracts that have been 
adopted. OHP does not participate in the negations of the agreement and is not a 
signatory to the contract. • 

For Addit ional Information 
Contact the planning department of the city or county within which the historic property 
is located. 

California's four largest cities (Los Angeles, San Diego, San Francisco, and San Jose) 
as well as more than 75 other city and county governments have instituted Mills Act 
programs. A list of communities participating in the Mills Act Program is available online 
at httD://www.ohD.Darks.ca.QOv/default.3Sp?DaQe id=21412 . 

For additional information on the Mills Act, please contact Maryin Lortie in the Office of 
Historic Preservation, PO Box 942896, Sacramento CA 94296-0001, (916) 653-8911, 
mlortfa)ohD.parks.ca.oov. 

Mills Act Property Tax Abatement Program 
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Cali fornia State Codes Relat ing to Mills Act Program 

California Government Code, Article 12, Sections 50280 - 50290 

50280. Restriction of property use. 
Upon the application of an owner or the agent of an owner of any qualified historical 
property, as defined in Section 50280.1, the legislative body of a city, county, or city and 
county may contract with the owner or agent to restrict the use of the property in a 
manner which the legislative body deems reasonable to carry out the purposes of this 
article and of Article 1.9 (commencing with Section 439) of Chapter 3 of Part 2 of 
Division 1 of the Revenue and Taxation Code. The contract shall meet the 
requirements of Sections 50281 and 50282. . 

50280.1. Qualified historic property. 
"Qualified historical property" for purposes of this article, means privately owned 
property which is not exempt from property taxation and which meets either of the 
following: 

(a) Listed in the National Register of Historic Places or located in a registered historic 
district, as defined in Section 1.19i-2(b) of Title 26 of the Code of Federal Regulations. 

(b) Listed in any state, city, county, or city and county official register of historical or 
architecturalty significant sites, places, or landmarks. 

50281. Required contract provision. 
Any contract entered into under this article shall contain the following provisions: 

.(a) The term of the contract shall be for a minimum period of 10 years. 
(b) Where applicable, the contract shall provide the following: 
(1) For the preservation of the qualified historical property and, when necessary, to 

restore and rehabilitate the property to conform to the rules and regulations of the Office 
of Historic Preservation of the Department of Parks and Recreation, the United States 
Secretary of the interior's Standards for Rehabilitation, and the State Historical Building 
Code. 

(2) For the periodic examinations of the interior and exterior of the premises by the 
assessor, the Department of Parks and Recreation, and the State Beard of Equalization 
as may be necessary to determine the owner's compliance with the contract. 

(3) For it to be binding upon, and inure to the benefit of, all successors in interest of 
the owner. A successor in interest shall have the same rights and obligations under the 
contract as the original owner who entered into the contract. 

(c) The owner or agent of an owner shall provide written notice of the contract to the 
Office of Historic Preservation within six months of entering into the contract. 

Mills Act Property Tax Abatement Program 
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50281.1. Fees. 
The legislative body entering into a contract described in this article may require that the 
property owner, as a condition to entering into the contract, pay a fee not to exceed the 
reasonable cost of administering this program. 

50282. Renewal. 
(a) Each contract,shall provide that on the anniversary date of the contract or such 

other annual date as is specified in the contract, a year shall be added automatically to 
the initial term of the contract unless notice of nonrenewal is given as provided in this 
section. If the property owner or the legislative body desires in any year not to renew 
the contract, that party shall serve written notice of nonrenewal of the contract on the 
other party in advance of the annual renewal date of the contract. Unless the notice is 
served by the owner at least 90 days prior to the renewal date or by the legislative body 
at least 60 days prior to the renewal date, one year shall automatically be added to the 
term of the contract. 

(b) Upon receipt by the owner of a notice from the legislative body of nonrenewal, the 
owner may make a written protest of the notice of nonrenewal. The legislative body 
may, at any time prior to the renewal date, withdraw the notice of nonrenewal. 

(c) If the legislative body or the owner serves notice of intent in any year not to renew 
the contract, the existing contract shall remain in effect for the balance of the period 
remaining since the original execution or the last renewal of the contract, as the case 
may be. 

(d) The owner shall furnish the legislative body with any information the legislative 
body shall require in order to enable it to determine the eiigibility of the property 
involved. " 

(e) No later than 20 days after a city or county enters into a contract with an owner 
pursuant to this article, the clerk of the legislative body shall record with the county 
recorder a copy of the contract, which shall describe the property subject thereto. From 
and after the time of the recordation, this contract shall impart a notice thereof to all 
persons as is afforded by the recording laws of this state. 

50284. Cancellation. 
The legislative body may cancel a contract if it determines that the owner has breached 
any of the conditions of the contract provided for in this article or has allowed the 
property to deteriorate to the point that it no longer meets the standards for a qualified 
historical property. The legislative body may also cancel a contract if it determines that 
the owner has failed to restore or rehabilitate the property in the manner specified in the 
contract. 

50285. Consultation with state commission. 
No contract shall be canceled under Section 50284 until after the legislative body has 
given notice of, and has heid, a public hearing on the matter. Notice of the hearing shall 
be mailed to the last known address of each owner of property within the historic zone 
and shall be published pursuant to Section 6061. 

50286. Cancellation. 
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(a) If a contract is canceled under Section 50284, the owner shall pay a cancellation 
fee equal to 121/2 percent of the current fair market value of the property, as 
determined by the county assessor as though the property were free of the contractual 
restriction. 

(b) The cancellation fee shall be paid to the county auditor, at the time and in the 
manner that the county auditor shall prescribe, and shall be allocated by the county 
auditor to each jurisdiction in the tax rate area in which the property is located in the 
same manner as the auditor allocates the annual tax increment in that tax rate area in 
that fiscal year. 

(c) Notwithstanding any other provision of law, revenue received by a school district 
pursuant to this section shall be considered property tax revenue for the purposes of 
Section 42238 of the Education Code, and revenue received by a county . 
superintendent of schools pursuant to this section shall be considered property tax 
revenue for the purposes of Article 3 (commencing with Section 2550) of Chapter 12 of 
Part 2 of Division 1 of Title 1 of the Education Code. 

50287. Action to enforce contract. 
As an alternative to cancelfation of the contract for breach of any condition, the county, 
city, or any landowner may bring any action in court necessary to enforce a contract 
including, but not limited to, an action to enforce the contract by specific performance or 
injunction. 

50288. Eminent domain. 
In the event that property subject to contract under this article is acquired in whole or in 
part by eminent domain or other acquisition by any entity authorized to exercise the 
power of eminent domain, and the acquisition is determined by the legislative body to 
frustrate the purpose of the contract, such contract shall be canceled and no fee shall 
be imposed under Section 50286. Such contract shall be deemed null and void for all 
purposes of determining the value of the property so acquired. 

50289. Annexation by city. 
In the event that property restricted by a contract with a county under this article is 
annexed to a city, the city shall succeed to all rights, duties, and powers of the county 
under such contract. 

50290. Consultation with state commission. 
Local agencies and owners of qualified historical properties may consult with the State 
Historical Resources Commission for its advice and counsel on matters relevant to 
historical property contracts. 

Mills Act Property Tax Abatement Program 
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California Revenue and Taxation Code, Art icle 1.9, Sections439 - 439.4 

439. Historical Property Restrictions; enforceably restricted property. 
For the purposes of this article and within the meaning of Section 8 of Article XIII of the 
Constitution, property is "enforceably restricted" if it is subject to an historical property 
contract executed pursuant to Article 12 (commencing with Section 50280) of Chapter 1 
of Part 1 of Division 1 of Title 5 of the Government Code. 

439.1. Historical Property; definitions. 
For purposes of this article "restricted historical property" means qualified historical 
property, as defined in Section 50280.1 of the Government Code, that is subject to a 
historical property contract executed pursuant to Article 12 (commencing with Section 
50280) of Chapter 1 of Par t i of Division 1 of Title 5 of the Government Code. For 
purposes of this section, "qualified historical property" includes qualified historical 
improvements and any land on which the qualified historical improvements are situated, 
as specified in the historical property contract. If the historical property contract does 
not specify the land that is to be included, "qualified historical property" includes only 
that area of reasonable size that is used as a site for the historical improvements. 

439.2. Historical Property; valuation. 
When valuing enforceably restricted historical property, the county assessor shall not 
consider sales-data on similar property, whether or not enforceably restricted, and shall 
value that restricted historical property by the capitalization of income method in the 
following manner: 

(a) The annual income to be capitalized shall be determined as follows: 
(1) Where sufficient rental information is available, the income shall be the fair rent 

that can be imputed to the restricted historical property being valued based upon rent 
actually received for the property by the owner and upon typical rentals received in the 
area for similar property in similar use where the owner pays the property tax. When 
the restricted historical property being valued is actually encumbered by a lease, any 
cash rent or its equivalent considered in determining the fair rent of the property shall be 
the amount for which the property would be expected to rent were the rental payment to 
be renegotiated in the light of current conditions, including applicable provisions under 
which the property is enforceably restricted. 

(2) Where sufficient rental information is not available, the income shall be that which 
the restricted historical property being valued reasonably can be expected to yield under 
prudent management and subject to applicable provisions under which the property is 
enforceably restricted. 

(3) If the parties to an instrument that enforceably restricts the property stipulate 
therein an amount that constitutes the minimum annual income to be capitalized, then 
the income to be capitalized shall not be less than the amount so stipulated. For 
purposes of this section, income shall be determined in accordance with rules and 
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r regulations issued by the board and with this section and shall be the difference 
between revenue and expenditures. Revenue shall be the amount of money or money's 
worth, including any cash rent or its equivalent, that the property can be expected to 
yield to an owner-operator annually on the average from any use of the property 
permitted under the terms by which the property is enforceably restricted. Expenditures 
shall be any outlay or average annual allocation of money or money's worth that can be 
fairly charged against the revenue expected to be received during the period used in 
computing the revenue. Those expenditures to be charged against revenue shall be 
only those which are ordinary and necessary in the production and maintenance of the 
revenue for that period. Expenditures shall not include depletion charges, debt 
retirement, interest on funds invested in the property, property taxes, corporation 
income taxes, or corporation franchise taxes based on income. 

(b) The capitalization rate to be used in valuing owner-occupied single family 
dwellings pursuant to this article shall not be derived from sales data and shall be the 
sum of the following components: 

(1) An interest component to be determined by the board and announced no later than 
September 1 of the year preceding the assessment year and that was the yield rate 
equal to the effective rate on conventional mortgages as determined by the Federal 
Housing Finance Board, rounded to the nearest 1/4 percent. 

(2) A historical property risk component of 4 percent. 
(3) A component for property taxes that shall be a percentage equal to the estimated 

IwLci! LiiX r i^ l t i uppi ICuIJIw Iw u i u p r o p y l \y •« ! u iw S o i j ^ o o i T I S n i y^c i i l i i i i cS tHS d S S c o o i T i c n i . 

ratio. 
(4) A component for amortization of the improvements that shall be a percentage 

equivalent to the reciprocal of the remaining life. 
(c) The capitalization rate to be used in valuing all other restricted historical property 

pursuant to this article shall not be derived from sales data and shall be the sum of the 
following components: 

(1) An interest component to be determined by the board and announced no later than 
September 1 of the year preceding the assessment year and that was the yield rate 
equal to the effective rate on conventional mortgages as determined by the Federal 
Housing Finance Board, rounded to the nearest 1/4 percent. 

(2) A historical property risk component of 2 percent. 
(3) A component for property taxes that shall be a percentage equal to the estimated 

total tax rate applicable to the property for the assessment year times the assessment 
ratio. 

(4) A component for amortization of the improvements that shall be a percentage 
equivalent to the reciprocal of the remaining life. 

(d) Unless a party to an instrument that creates an enforceable restriction expressly 
prohibits the valuation, the valuation resulting from the capitalization of income method 
described in this section shall not exceed the lesser of either the valuation that would 
have resulted by calculation under Section 110, or the valuation that would have 
resulted by calculation under Section 110.1, as though the property was not subject to 
an enforceable restriction in the base year. 
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(e) The value of the restricted historical property shall be the quotient of the income ^—^ 
determined as provided in subdivision (a) divided by the capitalization rate determined 
as provided in subdivision (b) or (c). 

(f) The ratio prescribed in Section 401 shall be applied to the value of the property 
determined in subdivision (d) to obtain its assessed value. 

439.3. Historical Property; notice of nonrenewal. 
Notwithstanding any: provision of Section 439.2 to the contrary, if either the county or 
city or the owner of restricted historical property subject to contract has served notice of 
nonrenewal as provided in Section 50282 of the Government Code, the county 
assessor shall value that restricted historical property as provided in this section. 

(a) Following the hearing conducted pursuant to Section 50285 of the Government 
Code, subdivision (b) shall apply until the termination of the period for which the 
restricted historical property is enforceably restricted. 

(b) The board or assessor in each year until the termination of the period for which the 
property is enforceably restricted shall do all of the following: 

(1) Determine the full cash value of the property pursuant to Section 110.1. If the 
property is not subject to Section 110.1 when the restriction expires, the value shall be 
determined pursuant to Section 110 as if the property were free of contractual 
restriction. If the property will be subject to a use for which this chapter provides a 
special restricted assessment, the value of the property shall be determined as if it were 

SUUJCCL VC U IS ns'vV rssiriCuOii. 
(2) Determine the value of the property by the capitalization of income method as 

provided in Section 439.2 and without regard to the fact that a notice of nonrenewal or 
cancellation has occurred. 

(3) Subtract the value determined in paragraph (2) of this subdivision by capitalization 
of income from the full cash value determined in paragraph (1). 

(4) Using the rate announced by the board pursuant to paragraph (1) of subdivision 
(b) of Section 439.2, discount the amount obtained in paragraph (3) for the number of 
years remaining until the termination of the period for which the property is enforceably 
restricted. 

(5) Determine the value of the property by adding the value determined by the 
capitalization of income method as provided in paragraph (2) and the value obtained in 
paragraph (4). 

(6) Apply the ratios prescribed in Section 401 to the value of the property determined 
in paragraph (5) to obtain its assessed value. 

439.4. Historical Property; recordation. 
No property shall be valued pursuant to this article unless an enforceable restriction 
meeting the requirements of Section 439 is signed, accepted and recorded on or before 
the lien date for the fiscal year in which the valuation would apply. 
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CITY OF SAN DIEGO, CALIFORNIA p y -rp - p p-jyTT-

COUNCIL POLICY ^UKKJiiN i 

SUBJECT: MILLS ACT AGREEMENTS FOR PRESERVATION OF H1STORJC 
PROPERTY 

POLICY NO.: 700-46 
EFFECTIVE DATE: July 18, 1995 

BACKGROUND: 

California state law authorizes cities to enter into contracts ("Mills Act Agreements") with the owners 
of qualified historical properties to provide a property tax reduction for the use, maintenance and 
restoration of historically designated properties. The minimum requirements for a Mills Act 
Agreement, as mandated by state law include: 

1) Minimum contract term often (10) years, automatically renewable on an annual basis, to be 
recorded against title to the property and running with the land. 

2) Owner shall maintain the regulated characteristics of historical significance of the Historic Site 
in accordance with the rules and regulations published by the Secretary of the Interior. 

3) Owner must allow reasonable periodic examination of the Historic Site, if a request is made 
and by prior appointment, by representatives of the County Assessor, State Department of 
15,,_'. , . . . '. T> i.---t- A f] „ C-:. . : .- Ti 1 . . r T ? *.; - ' 

4) City may cancel the agreement following a duly notice public hearing if it is determined that 
the owner breached any mandatory conditions of the Contract. 

PURPOSE: 
v 

This policy is adopted to provide a monetary incentive to the owners of historically designated 
properties in the form of a property tax reduction for the maintenance.'restoration and rehabilitation of 
historic properties within the City of San Diego. A properly recorded Mills Act Agreement 
automatically triggers an alternative method for determining the assessed, value of the affected historic 
property, thus potentially resulting in significant property tax savings for the owner of the historic 
property. 

POLICY: 

It is the policy of the City of San Diego to foster and encourage the preservation, maintenance, 
rehabilitation and restoration of historically designated properties. It is recognized by the City that a 
reduction in property taxes afforded by the Mills Act will serve as a key monetary incentive for 
citizens to acquire, maintain and restore historic property within the City of San Diego. However, it is 
also recognized that the revitalization goals of the Mills Act may overlap and conflict with the 
neighborhood revitalization mission, goals, policies and programs of the Redevelopment Agency of 
the City of San Diego. Because of the negative impact on tax increment financing and other measures 
available to promote historic preservation through redevelopment. Mills Act Agreements shall be 
applied in redevelopment project and study areas as delineated below. 

IMPLEMENTATION: 

CP-700-46 
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COUNCIL POLICY ^ U K K J ^ i 

1. Areas Outside of Redevelopment Project Areas and Studv Areas 

The City Manager or designee is authorized to enter into a Mills Act Agreement with the owner of any 
historically designated property, upon application by the owner and subject to the following 
restrictions: 

A) The contract shall contain the minimum mandatory conditions required by state law. 

B) The owner shall pay a graduated processing fee of $100 per $100,000 of assessed value 
prorated to actual value, however in no event shall the processing fee exceed the actual cost of 
processing and recording the Agreement. 

C) A drive by inspection will be performed on a periodic basis by City staff to verify that the 
structure is being maintained in weather tight condition. 

D) The Owner must allow visibility of the exterior of the structure from the public right-of-way. 

2. Areas Within P.edevelopment Project Areas and Studv Areas 

The City Manager or designee is authorized to enter into a Mills Act Agreement with the owner of a 
historically designated nrnnerry located within a redevelopment proiect or studv area. UDOti 
application by the owner, subject to the above restrictions, and including: 

Redevelopment Studv Areas 

Within a Redevelopment Study Area Mills Act Agreements shall be permitted in conformance 
with this City Council Policy 700-46 and State law requirements, until adoption of the 
redevelopment project area. Within the Sherman Heights and Grant Hill Historic Districts, 
however, should they become part of a redevelopment project area. Mills Act Agreements 
shall be implemented as in item 1 above. 

Redevelopment Proiect Areas 

Within a redevelopment project area, with the exception of the College Community 
Redevelopment Project Area, Mills Act Agreements shall be permitted as follows: 

1. Owner-occupied single-family homes (including properties which may have a second 
residential unit) shall be eligible for Mills Act Agreements, in conformance with this City 
Council Policy 700-46 and state law requirements. 

2. All other properties shall be eligible for Mills Act Agreements, in conformance with this City 
Council Policy 700-46 and State law requirements, on a case by case basis and only when all 
of the following criteria are met; 

(1) The property requires rehabilitation 

(2) The owner agrees to rehabilitate the property in accordance with plans approved by the 
Agency 

r 
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COUNCIL POLICY ^UKKJ^lNl 
(3) The owner demonstrates through a project proforma, which is independently evaluated by 
the Agency, that a Mills Act Agreement is necessary to achieve a financially feasible project, 
and the Agency concurs that a Mills Act Agreement is the appropriate form of public financial 
assistance. 

No Mill Act Agreement shall be implemented within the College Community Redevelopment Project 
Area. 

The City Manager shall report on annual basis to the City Council with respect to the number of Mills 
Act Agreements executed and the effectiveness of the program. 

CROSS REFERENCE: . 

San Diego Municipal Code Section 26.0201, et seq. 
Government Code Sections 50280, et seq. 

HISTORY: 

Adopted by Resolution R-285410 02/27/1995 
Amended by Resolution R-286051 07/18/1995 

CP-700-46 
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Issues Raised on Proposed Milis Act Policy Cliangeii with City Response and Alternatives 

Issues were raised by homeowners, preservation professionals. Historical Resources Board Members, and general public orally at meetings and workshops and in writing. 
Responses to these issues address the City's position and provide background on the issue. Alternatives that could be impiemeuted to address the issue are suggested. 

Issue 
No. 

1 

2 

3 

4 

5 

Issue 

Why change the existing Mills 
Act Policy? 

How will changes affect 
noininatkms already submitted? 

This is the only incentive for 
single family home owners. 

Annual limit will reduce 
protections for historic sites. 
Additional eiigibility criteria will 
effectively eliminate program 
because few if any buildings 
would qualify. 

Response 

Current policy is 12 years old and overall historic 
preservation program has significantly changed, 
specifically now have regulations and review Ibr 
preservation; promote Mills Act incentives for 
properties in need of rehabilitation or restoration and in 
low and moderate income areas; monitoring of 
properties to assure compliance with contract; tailored 
agreements to show tax savings re-invested in property; 
and need to uirderstand and manage the fiscal impact 
on an annual basis. 

Revised policy cim include pipeline provisions for 
properties already in process related to an annual limit 
and new eligibility requirements. Pipeline provisions 
would not apply to the application deadline. Mills Act 
requirements (tailored agreements), inspection 
schedule, and fees. 

HRB Incentives Subcommittee has been established lo 
address Ueneral Plan policies encouraging use of 
incentives. 

Protections provided through historical resources 
regulations would not change. 
Intent of eligibility criteria is to address other (Jeneral 
Plan policies tiirough the directed use of new Mills Act 
contracts and prioritize new contracts for properties 
that are in immediate need of rehabilitation or. 
restoration efforts; help to achieve citywide housing 
needs; when ordinaiy maintenance of a historic 
property is economically prohibitive; and that support 
rejnvestiueiit in liistoric property. 

Alternatives (o Address Issue | 

UA 
Make comprehensive 
changes to ibcus program on 
rehabilitation needs and in 
areas of low and moderate 
income households, add 
monitoring requirements, 
tailor agreements to each 
property, and manage fiscal 
impacts of program 

Pipeline provisions apply to 
all designated properties and 
all nuininatioiis submitted 
before effective date of 
policy changes. 

Increase the number and type 
of non-fiscal incentives at 
same time as changes are 
made to Mills Act policy. 
See Alternative 8A 

.Require properties to meet at 
least one of the eligibility 
requirements in order to 
enter into a new Mills Act 
contract 

#B 
Make limited changes to 
add monitoring 
requirements, tailor 
agreements to each 
property 

Pipeline provisions apply 
only lo properties 
designated belbre 
effective dale of policy 
changes. 

Follow changes lo Mills 
Act policy with 
additional non-fiscal 
incentives. 

See Alternative 8B 

Use the eligibility 
requirements to prioritize 
issuance of new contracts 

UC 
Make no changes 

No pipeline provisions. 

No new incentives 

See Alternative 8C 

No additional 
eligibility requirements 
for Mills Act contracts 



Issue 
No. 

IU 

Issue 

Proposed fees are too high. 

Losing important historic 
buildings causes negative impact 
on neighborhoods. 

Fiscal impact of Mills Act tax 
reduction is minimal compared 
to overall benefits of historic 
preservation. 

Cost of mainlaining historic 
house is greater than Ibr a non-
historic house. 

Need lo make sure that low and 
moderate income neighborhoods 
can benefit horn the Mitts Act 
program. 

Response 

Proposed fees are best estimate of staff time required to 
complete tasks (cost recovery fee). 

Mills Act ig an incentive to achieve preservalion of 
individual buildings; additional incentives and 
programs are needed to address retention of 
neighborliood character, such as conservation areas 
with established design guidelines 

Although niiiiiinal in overall City budget, important to 
understand the impact and manage it on an annual 
basis. Current loss is $1,126,073 yearly to general fund 
from 885 Mills Act contracts. 

Mills Act tax reduction helps to offset the costs -
average savings to property owners is $7,485 yearly 

Uuideltues have been prepared lo assist homeowners 
with liistoric designation process, reducing the costs tor 
consultaulg. Establishing historic districts can bring 
many more properties into the preservation program 
and allow owners lo benefit Irom the Mills Act. 

Alternatives to Address Issue 

HA 
Full cost recovery wilh 
tegular review and 
adjusUncnt based on actual 
cos Is 

Conservation areas and other 
tools to address 
neighborhood character 
needed as part of community 
plan updates 

Set an annual fiscal limit for 
new revenue loss to the 
general fund. For example, a 
limit of $100,000 to 
5150,00U new loss would 
result in an average of 78 to 
118 new contracls yearly. 

Limit additional incentives to 
non-fiscal impacts. 

City take lead in eslablisliing 
lustoric districts in areas widi 
low and moderate income 
households and prioritize 
new Mills Act contracls for 
these owners 

HB 
Arbitrary fee that would 
be less than cost recovery 

Conservation areas and 
other tools lo address 
neighborhood character 
may be implemented in 
advance of conmmnity 
plan updates if warranted 
Set an annual limit in the 
number of new Mills Act 
contracts. For example, a 
limit of 75 new yearly 
contracts would result in 
an average new loss lo 
die general fund of 
$95,400 yearly 

Evaluale ability to 
provide additional fiscal 
incentives to offsei 
maintenance costs. 

Work widi non-protits 
and create public/private 
sponsorship programs to 
support historic 
preservation for low and 
moderate income 
properly owners 

UC 
Minimal fee and no 
increase in program (no 
monitoring) 

Do not address 
neighborhood character 

Set no limit and do not 
manage (he fiscal 
impact to the City's 
general fund 

No new incenlives 

Do not prioritize Milis 
Act contracts for 
property owners in low 
and moderate income 
neighborhoods 



Summaiy of Existing Mills Act Program and Propoutd Changes lo the Mills Act Program 

Exis t ing P r o g r a m 
Proposed O i a n p e to M i l l s Ac t P rog ran i as 

Heconinieni icd b y S l a l f I n i p l cmen fa l i on or Proposed Chang' ! 

AfTecl o f the Proposed Change 

t l l r t tor lc Design a l lon 
Nomina t ions Subn i f l ted 

p f l e r E f lec l l ve date o f 

Change 

l l l » t o r l c OestgnDtton 
Nomina l ions Submi t ted 

D r i o r l o ElTecllve dale 

o f Change 

E i l s t l n e M i l l s A t t 
Ag recmcn l p r o p e r l y 

owners 

A U D U B I U i t i l l on New A g r c e n i e n U 

No limits 

El ig ib i l i t y Rcqut ren ien 

A l l designs led 
piupcit ies aie el igible 
(inside Redevelopment 
Area is disciel ionaiy) 

Set an annual fiscal l imi t for new revenue 

loss lo Uiu general fund. 

ForMampl fe. a l imi t oCSlOO.OOO to $150,000 

new loss would result in an avciage of 78 to 
118 new cotitr acts yearly. 

There is no aggiegale l irni l proposed.. 

ts 

Designation by Deccinbcr 31 o f previous 
year and meets at least one o f the lo l lowing 
criteria where granting an agreement wou ld : 

1. substauliallv conl i ibule to l i ie • 
preservation o l a historical resomcc 
llueatened by deterioration or 

abandonment: 

2. enhance opportunities Ibr niainlauimg 

or creeling alVordaWc housing; 
3. facil i tate preservalion and 

maintenance of a property in cases o f 
economic hardship: or 

4. support .substantial reinvestment in a 

h is lo i ical teswirce and/oi-
relmbi i i lat ioi i o l a historical bui lding 
o rs l iuc lu re 

Retain discretion wi th in Redevelopment 
Areas 

The number o f new agreements would be l imi ted annually on a 
fiscal basis. I f more applications were submitted llian could be 

accommodated under the l imi t , the property owner would have 

the opt ion o f applying in a subsequent year. 

Histor ic designation would have to occur no later tlian 
December 31 of the year preceding the application Ibr a M i l l s 

Ac t agreement and Ihc property owner would be required (o 
demonstrate how a M i l l s Ac t agieemcnl wou ld met t at least 
one o f the el ig ib i l i ty requirements. 

1. "Substantially contribute to the preservation o f a 
historical resource threatened by detcrioraticn or 

abandorarrcnt." Th is icquTrcmcnl can be vaw by an 
owner who purchases .an already designated piopcrty 
that has not been properly maintained or ha;: been 
abandoned by previous owners. Rehabilitation and/or 
restoration consistent w i th the Secretary o f lire 
In le i io t 's Slandaids would be le^u i ied. This e l ig ib i l i ty 
requirement wou ld have the highest prior i ty due to the 
importance o f maintaining and preserving designated 
historical resources. It is not anticipated thai many new 
agreemeuls would meet Ui is requirement. 

2. "Enhance opportunities for maintaining or cccaling 

alfordable housing.' ' This el ig ib i l i ty requirement can 
be met by an owner who is participating in tin 

allbidablc housiiiR proeiam or who will maintain 

Annua l l imits wou ld be 
applicable to al l properties 

submitted for historic 

designation alter the 
efTective dale o f the change 

El ig ib i l i ty requirements 
wou ld be applicable to 

Histor ic Designation 

Nominat ions submitted 
afler (he efTcclivc dale o f 
the change. 

Annua) l imits wou ld not 

apply to Historic 

Designation Nominations 
submitted prior to lire ' 
elTeclive date o f Ihe 
change. 

Annual l imits wou ld not 
apply to existing 
agreements. 

E l ig ib i l i ty requirements 
would not apply to 

Historic Designalion 

Nominat ions submitted 
prior lo the elTeclive date 

o f lire change. 

El ig ib i l i ty tequitemenls 
would not apply to exist ing 

agteements. 
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Existing f rogram 
Proposed Change lo Mills Act Program as 

Recommended by Staff IinplenieuUllon of Proposed Chanj v 

affordable units throughout the life of the ngreemenL It 
is not anticipated that many new agreements would 
meet this tequiiement 

3. "Facililale preservation and maintenance o l a property 
in cases of economic hardship." This eligibility 
requirement could be met by an owner of imy income 
level that can demonstrate substantial cost fljr necessary 
maintenance or rehabilitation of adesignaled historical 
resource when compared to the property value or other 
financial considerafion that would indicate hardship. It 
is not anticipated that many new agreement!', would 
meet this requiiement. 

4. "Support substantial temvestraent in a historical 
resource and/or rehabilitation of a histotioil building or 
structure." This eligibility requirement could be met by 
an owner showing that a substantial portion of their 
anticipated properly tax savings will be reinvested in 
the historic property over time. An estimali! of Ihe 
property las savings from the County Tax Assessor's 
olfice and a cost estimate of needed maintemance, 
repairs and/or rehabilitation work would bt needed. Il 
is anticipated (hat most hisioric properties would be 
eligible for a Mills Act agreement under lliii eligibility 

. lequiiement. 

Affect of the Proposed Change 

Historic t>eslgnalinn 
Nominations Submiffed 
ftfttr EtTeclive date of 

Chanec 

. 

Uisioilr Uesienalion 
Nominalions Submitted 
prior lo ElTeclive dale 

of Change 

Eiist ine Mills At t 
Agreement properly 

owners 

-

Application Deadline 

October 1 of each year March 31 of each year To allow suincicnt time for lire fiscal impacts of new 
agreements lo be included in the annual Cily budgcl process, 
owners of historically designated properties would be required 
to submit an application for a Mills Act agreement no later than 
March 31 to be considered that year. 

1 his deadline would apply 
to all Mills Act 
applications. 

This deadline would 
apply lo all Mills Act 
applications. 

This deadline would not be 
applicable to properties 
with Mills Act agreements. 

Mills Act Agreement Requirements ' 

Visibility of the 
lesoutce and site 
specilic conditions 

10-year tailored agreement with annual 
tenewal for every property to actaeve. 
necessary rehabilitation or restoration plan; 
visibility of resource 

Owners of designated historic properties would br: required to 
include a WWyeai maintenance andtehebiUtation/rcstotation 
plan at Ihe time of application for a Milis Act agrecinent. All 
Mills Act properties are required to be visible from ijie public 
right-of-way. This requiiement is not proposed foi change. 

These requirements would 
apply to properties when 
nominations arc submitted 
after the effective date of 
the change. 

These requirements 
would apply to properties 
currently awaiting review 
for designation. 

Owners of historic 
ptopetties may be icquiied 
to include a maintenance or 
rehabilitation/resforatJon 
plan at tlie time of lenewal. 

- 2 -
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Exis t ing P r o g r a m 
Proposed Change to M i l l s Ac t P rog ram as 

l lecornmended by Sta f f i rup lementat i r in o f Proposed C h a n g i 

A f fec t o f Ihe Proposed Change 

H is io r i c Designal ion 
Nomina l i ons SnbmKled 
a f t e r EITeelive date o f 

ChsnEC 

.His tor ic UesignaHon 

Nomina l ions Sr ibmi l led 

n r i n r to EITrcl ive dale 

of Change 

Ex is l lne M i l l s A c l 

Ag reemen l p r o p e r l y 
owners 

Inspec l ion Schedule 

Informal moni tor ing 
conducted by staff 
dur ing routine site 
yisi ls and in response 
to communi ty 
inquiries. 

Prior to new agi cement and every 5 years • 
(pr ior to renewal dale) 

A fomral schedule for inspections and monitor ing (if M i l l s A c t 
properties would be established by stafTand condmted to 
assure compliat ice w i t h the provisions o f the agreeraenl. S ta f f 
wou ld work wi th property owners to remedy any pi oblems 
identif ied through the inspection process A maini inance 
and/or rehabilitalton/testoration plan may be prepsicd as part 
o l a renewal of ao aeiccmenl lo assure the necessary remedy. 

These requirements would 
apply to properties when 
nominal ions are submitted 
after the effective date o f 
the change. 

These requirements 
would apply lo properties 
current ly await ing rev iew 
for designation. 

These rcquiretnents would 
apply lo properties w i d i 
exist ing M i l l s A c t 
agreements. 

Fees 

S lOOforeveryS lOOk 
o f assessed value, up lo 
a max o f $400 

$590 for agreement (one l ime): 
$492 mon i lo i ing (ee paid at l ime of 
agreement and every 5 vears 
$949 enfotccrncnt fee only i f needed 

Fol lowing historic designalion, a property owner v o u l d be 
required lo pay a one-time M i l l s A c l agreement (ec w i th their 
application. A moni lor ing fee would be required el the t ime o f 
recordation of the Mi l l s A c l agreement and every :l years 
thereaRer. A n enforcemenl fee o f wou ld be required only in 
cases o f non-compliance w i d i the agreement. 

A l l proposed fees wou ld 
apply 

Al) proposed fees would 
apply 

Moni lor ing fee would be 
applied lo existing 
agreements at time o f 
renewal. Enforcement fee 
would be applied only as 
needed. 
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STATE OF CALIFORNIA - THE RESOURCES AGENCY 
Attachment 8 

ARNOLD SCHWARZENEGGER, Governor 

OFFICE OF HISTORIC PRESERVATION 
DEPARTMENT OF,PARKS AND RECREATION 
P.O. BOX 942896 
SACRAMENTO, CA 94296-0001 
CRIRI653-6624 Fax: (916)653-9824 

f o@Dhp.parkB.ca.gov 
.ohp.parks.ca.gov 

July 23, 2008 

Comments prepared by Shannon Lauchner for the July 24, 2008 City of San Diego 
Historic Resources Board Meeting on proposed changes to their Mills Act Program. 

Intro: 

Hello. My name is Shannon Lauchner and I am here on behalf of the California Office of 
Historic Preservation. I am the Mills Act Coordinator, and am pleased to be here today to 
participate in your hearing on your Mills Act Program. As you well know, despite being a state 
law, the Mill's Act is a locally administered program. We have no regulatory role or authority in 
the program. Our job is to advise both local governments and private property owners 
participating in, or interested in the Mills Act. During my time coordinating the program atOHP 
i have had the opportunity to speak with local governments across the state and have gained 
a unique statewide perspective on the Mills Act. The variety of programs out there is fairly 
dramatic, and should also note that we at the State Office have long applauded the robust 
nature of San Diego's Mills Act Program. We recognize that your local government has led 
t u ^ ~ t « * « ; « n u A n , » : n » : » n 4-u:^ . n n F 4 . n n + „ „ j „ « „ „ * . ; , , ; : , r.~.̂ ~.\ n . n — „ , , , 4 - : „ « : » n A n < . i . . , 

Separation of Programs and Applications: 

As I am sure that you are aware, Wayne Donaldson, State Historic Preservation Officer, and a 
long supporter of historic preservation in San Diego, recently sent a letter to Mayor Jerry 
Sanders commenting on the San Diego County Grand Jury Report, "History Hysteria." It was 
clear in the report that there was a significant level of misunderstanding, and that the Grand 
Jury had both confused and conjoined the designation process with the Mills Act program. He 
was extremely concerned that this confusion could jeopardize the integrity of the City's 
designation program as a result of efforts made to address perceived revenue loss through the 
Mills Act program. After thoroughly and critically reviewing the current proposal for changes to 
the City's Mills Act Program our office, along with Mr. Donaldson, strongly supports the 
decision to clearly separate the designation and Mills Act processes and applications. The 
proposed changes clearly delineate the two programs, thereby preserving the integrity of the 
designation process. 

Public Concern & General Comments: 

Because of the level of success achieved by the City's Mills Act program I understand that the 
public may be concerned about any proposal recommending changes to the program. 
However, I can tell you after working closely with participating local governments across the 
state that the proposed changes before you today are in fact in line with current Mills Act 
policies, practices, and industry standards statewide. 

San Diego Senator, Jini Mills, sponsored legislation that led to California Government Code 
50280- 50290, establishing the Mills Act and created the framework for local and voluntary 
programs that offer property tax reduction in exchange for a contractual commitment for the 

mailto:o@Dhp.parkB.ca.gov
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restoration, rehabilitation, or maintenance of a qualified historic property. Local governments 
can, and do, adopt programs that meet the needs of their historic preservation goals and 
community wide goals within the framework established by the state law. 

Opinion: 

It is the opinion of SHPO Wayne Donaldson and the Office of Historic Preservation that the 
proposed changes to San Diego's program do just that for your community. By adopting an 
annual fiscal limit for new contracts, establishing eligibility criteria, instituting work schedules 
for restoration, rehabilitation and maintenance, and setting a timeline for routine inspections a 
framework will be established for a program that holds both the City and private property 
owners accountable for their actions with regard to Mills Act contracts. The emphasis of the 
proposed changes reflects a commitment to the premise that tax savings realized through a 
Mills Act contract should be reinvested in the historic resource, which clearly echoes the intent 
of the law and serves to further the goals of the active and vital preservation program in the 
City of San Diego. 

We recommend, however, that should the proposed changes be enacted, that the City plan to 
reevaluate the new program framework and limits within the first five years in order to 
determine if the changes have affectively achieved the program goals and the Mills Act 
continues to be a strong positive tool for the preservation of San Diego's historical resources. 

^ - ^ 



Issues Raised ou Proposed Mills Acl Policy Clianges with City Response aud Proposed Reforms 

Tlie folio wing issues have been raised by homeowners, preservation professionals, HRB Members, aud the general public 
orally at meetings and workshops and in writing. 

Issue 
No. 

1 

2 

3 

4 

5 

6 

Issue 

Why change the existing Mills 
Act Policy? 

How will changes aifect 
nominations already submitted? 

This is the only incentive fur 
single family home owners. 

Annua! limit will reduce 
protections for historic sites. 

Additional eligibility criteria will 
effectively eliminate progiam 
because few if any buildings 
would qualify. 
Proposed fees are too high. 

Discussion 

Current policy is 12 years old and overall historic preservation 
program lias significantly changed, specifically now have 
regulations and review for preservation; promote Mills Act 
incentives for properties in need of rehabilitation or restoration 
and in low and moderate income areas; monitoring ol:' 
properties to assure compliance wilh contract; tailomi 
agreements lu show tax savings invested in propeity., and need 
to understand and manage tlie fiscal impact on an autnual basis. 
Revised policy can include pipeline provisions for properties 
already in process related to an annual limit and new eligibility 
requirements. Pipeline provisions would not apply ten the 
application deadline, Mills Act requirements (tailorerl 
agreements), inspeclion schedule, and fees. 
HRB Incentives Subcommittee has been established to address 
General Plan policies encouraging use of incentives. 

Protections provided through historical resources icgulations 
would not change. 

New eligibility requirements are no longer proposed A -
property owner will have to demonstrate a substantiEil 
investment of tax savings in the historic property as part of tlie 
proposed tailored lU-year agreement. 
Proposed fees are best estimate of staff time required to 
complete tasks (cost recovery fee). 

Proposed Reform 

Make comprehensive changes to manage fiscal impacts of program; provide 
necessary accountability fiom property owners receiving tax reductions and 
from the City in the protection of designated historical properties; establish 
fee to recover the costs of the program 

The final proposed reforms do not include an annual fixed limit to the 
number of new agreements or new eligibility requirements. Therefore, no 
pipeline provisions are proposed. 

It is anticipated that staff and the HRB will continue to work on a number of 
non-fiscal incentives including relief fiom some zoning requirements for 
lustoric properties, a transfer of development rights program, and 
architectural assistance for lustoric property owners. 
An annual fixed numerical limit for new Mills Act agreements is not 
proposed. The number of new agreements would depend on die overall tax 
savings and managing those property tax reductions to the General Fund. 
There are no longer any additional eligibility requirements for Mills Act 
agreements proposed. 

Full cost recovery fees are proposed, with regular review and adjustment 
based on actual costs. 



Issue 
No. 

7 

8 

9 

10 

Issue 

Losing important historic 
buildings causes negative impact 
on neighborhoods.-

Fiscal impact of Mills Act tax 
reduction is minimal compared 
to overall benefits of historic 
preservation. 
Cost of maintaining hisioric 
house is greater than for a non-
historic house. 
Need to make sure that low and 
moderate income neighborhoods 
can benefit from the Mills Act 
program. 

Discussion 

Mills Acl is an incentive lo achieve preservalion of individual 
buildings; additional incentives and programs are needed to 
address retention of neighborhood character, such as 
conservation areas with established desiRn guidelities 
Although minimal in overall City budget, important to 
understand the impact and manage it on an annual bans. 
Current loss is $1,134,170 yearly to general fund h o n 901 
Mills Act contracts. 
Mills Act tax reduction helps lo offset the costs - average 
savings to property owners is $7,886 to $11,846 yearly, based 
on past averages. 
Guidelines have been prepared to assist homeowners with 
historic designation process, reducing tlie costs for consultants. 
Establishing historic districts can bring many more pi operties 
into the preservation program and allow owners to benefit 
from the Mills Act. 

Proposed Reform 

Neighborhood character is not addressed through the Mills Act program or 
the proposed reforms. 

Set an annual threshold for new revenue loss lo the general fund of 
$100,000. This new loss would result in an average of 50 lo 75 new 
contracts yearly, based on past averages. 

No additional fiscal incentives are being proposed as part of the current 
Mills Act reforms. 

Alternatives to establishing full cost recovery fees for this program are not 
proposed. Although not part of the Mills Act program, the City may take 
the lead in establishing historic districts in areas with low and moderate 
income households, as staffing permits. It is suggested that non-profit 
groups support historic preservation for low and moderate income property 
•owners through a grant or loan program. 



Summary of Exisliug Mills Act Program aud Proposed Changes to the Mills Act Program 

Existing Program 
Proposed Change to Mills Act 

Program as Kecommeuded by tlie 
Mayor 

Annual Limit on New Agreements 

No limits There is no fixed annual limit and no 
aggregate limit proposed. 

Set an annual fiscal threshold for new 
revenue loss lo the general fund of 
$100,000. 

Eligibility Requirements 

All designated properties are 
eligible with specific 
requirements applied to properties 
located wiUiin Redevelopment 
Areas 

No change is proposed to eligibility 
requirements. 

Affect of the Proposed Change 

Hlstoiiic Design a tiou 
Naailastiom Submitted after 

Effectiv'E date of Change 

The threshold would be 
applicable to" all properties 
submitted fm liistoric 
designation aller the effective 
date of the change. 

No change is proposed. 

Historic Designation 
Nominations Submitted 
prior to Effective date of 

Change 

Existing_Mills Act 
Agreement property 

owners 

The threshold would be 
applicable lo all properties 
submitted for lustoric 
designation prior lo Die 
effective date of the change. 

Since Ibis is not a fixed 
annual limit for new 
agreements, no pipeline 
provisions are proposed. 

Annual limits would not 
apply to existing agreements. 

No change is proposed. No change is proposed. 
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Existing Program 
Proposed Change to Mills Act 

Program as Recommended by the 
Mayor 

AHect of the Proposed Change 

Histork Designation 
Nomiitatioiiiii Submitted after 

Effective date of Change 

Historic Designation 
Nominations Submitted 
prior to Effective dflte of 

Change 

ExistingJVIills Act 
Agreement property 

owners 

Application Deadline 

October 1 of each year March 31 of each year for properties 
designated prior to December 31" of 
prior year 

This deadline would apply to all 
Mills Act applications. 

This deadline would apply to 
all Mills Act applications. 

This deadline would not be 
applicable to properties with 
Mills Act agreements. 

Mills Act Agreement Requirements 

Visibility of the resource and site 
specific conditions 

10-year tailored agreement with annual 
renewal for every property to achieve 
necessary rehabilitation or restoration 
plan and maintenance; agreement must 
show substantial investment of tax 
savings in the lustoric property; visibility 
of resource 

These requirements would 
apply lo pro parties when 
nominations sue submitted afler 
the effective date of tlie change. 

These requirements would 
apply to properties currently 
awaiting review for 
designation. 

Owners of historic properties 
may be required to include a 
maintenance or 
rehabilitation/restoration 
plan at the time of renewal. 

Inspection Schedule 

Informal monitoring conducted 
by staff during routine site visits 
and in response to community 
inquiries. 

Prior lo new agreement and every 5 years 
(prior to renewal date) 

These requuemenfs would 
apply to. properties when 
nominations ure submitted after 
the effective date of the change. 

These requirements would 
apply to properties currently 
awaiting review for 
designation. 

These requirements would 
apply to properties with 
existing Mills Act 
agreements. 

- 2 -



Existing Program 
Proposed Change to Mills Act 

Program as Recommended by the 
Mayor 

Affect of the Proposed Change 

Historic Designation 
Nomiuathms Submitted after 

Effectivt! date of Oiauge 

Historic Designation 
Nominations Subndtted 
prior to Effective date of 

Change 

Existuig,Mills Act 
Agreement property 

owners 

Fees 

$100 for every $10Uk of assessed 
value, up to a max of $400 

$1,185 individual nomination fee for 
historic designation 
$590 for agreemenl (one time); 
$492 monitoring fee paid at tune of 
agreement and every 5 years 
$949 enforcement fee only if needed 

All proposed fees would apply All proposed fees would 
apply 

Monitoring fee would be 
applied to existing 
agreements at time of 
renewal. Enforcement fee 
would be applied only as 
needed. 
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Attachment 11-A 

INDIVIDUAL HISTORICAL RESOURCE NOMINATION 
FEE SCHEDULE 

(LAND DEVELOPMENT CODE SECTION 123.0202(a)) 

Intake 

File preparation 

Initial review/Completeness Check 

Field check 

Agenda item 

Docket review 

Staff report 

Hearing notice 

Distribution 

Graphics preparation 

HRB Hearing 

Action letter 

Resolution preparation 

Minutes 

File close out 

Update Register . 

Sub-Total 

^• 'Si i inKil 
0.8 

0.3 

1.2 

1.2 

0.4 

0.7 

1.9 

0.4 

0.9 

0.4 

1.9 

0.3 

1.1 • 

0.4 

0.2 

0.3 

1 1 . 5 

52.00 

19.50 

116.40 

124.00 

42.60 

80.30 

191.90 

29.20 

68.10 

38.80 

205.60 

19.50 

88.40 

31.10 

13.00 

24.60 

1145.00 

Printing costs per item: 40.00 

Total H.5 $1185.00 

Note: tasks may require a combination of professional and administrative staff 
time. 

5/4/2007 



Attachment 11-B 

( ' ^ 

MILLS ACT PROGRAM 
AGREEMENT FEE SCHEDULE 

Receive and log application 

Pull designation file 0.2 13.00 

Staff field check 0.6 58.20 

Obtain ownership/parcel information 0.2 13.00 

Meeting with owner to discuss agreement 1.75 179.25 

Prepare tailored agreement 0.8 71.20 

Prepare cover letter, copy and mail agreement 0.3 19.50 

Log agreement (sent and received) 0.2 13.00 

Deputy Director review and sign agreement 0.2 35.40 

Notarize agreement and carry to DCA for signature 0.3 19.50 

Deputy City Attorney review and sign 0.3 39.60 

Billing log, send and receive County Recorder 0.3 19.50 

Copies to Tax Assessor, Owner and File 1.1 71.50 

Sub-Total 6.45 S565.65 

County Recorder's recordation fee - average S25.00 

Total: S590.65 

*Note; tasks may require a combination of professional and administrative staff time 

5/4/2007 



At tachment 11-C 

MILLS ACT PROGRAM 
MONITORING FEE SCHEDULE 

Review File/Agreement 

Field Check 

Conditions Assessment 

Recommendation Review 

Designation file update/letter to owner 

Database Update 

Total 

1.2 

0.6 

0.7 

1.5 

0.6 

0.3 

3.8 

124.00 

58.20 

67.90 

155.00 

58.20 

29.10 

$492.40 

*Notc: tasks ma v require a combination of urofsssional and administrative Kfp.ff ti^.f, 

5/4/2007 



Attachment 11-D 

MILLS ACT PROGRAM 
ENFORCEMENT FEE SCHEDULE 

(AS NEEDED) 

Issue Review 

Restoration Plan 

Meetings &. Correspondence 

Action Letter 

Follow up field review 

Database update 

Total Hours: 

0.8 81.40 

4.0 410.80 

2.0 209.20 

1.0 100.80 

1.2 . 127.80 

0.2 19.40 

9.2 $949.40 
• 

*Note: tasks may require a combination of professional and administrative staff 
time 

5/4/2007 



Attachment 12 

^ T * G - E o * . 

Save Our H-eritage Organis^aiQin 
2476 San DiegoAvenue • San DJego'CAa2110- (619,) 297-S327 • www.KJhosandie'gD.Drg 

July 21. 2005 

BOARD OF DIRECTORS 

Officers 

Beth Momes, President 

Peter JanopaiiMH, tfioe President 

Jessica Mcgee Treasurer 

Lon Peoples. Secrelary 

Dhcetors 

Allen Hazard 

S U J ^ Hcctot, PU3 

V Jones 

Michael Kelly 

BanyHoger 

CanncnPauli 

Christt^hcrPro 

Tim Rudolph 

David Swarms 

Bruce Coons, 
Exactitivc Dirvcior 

E x i s t m g C o d e : 

California Government Code , Article 12, Sect ions 5 0 2 8 0 - 5Q2B0 
50281.1, Fees> 

The ^g|$a|iye &bd^ JiffeRngJa^l j . cOTtr^ta desM&ed in this artJcte; may 

SAN DIEGO CQ-D^CIL I^OLIO:- CP-70U-# 

B-5 The owner slifiTl pay a graduated pfbcessmg fee of SI 00 pw % 1 OO.ffOO csf assessed 

vsiuc prorated mndiiai valueiiTOWBWS: in. nb ewtit-'diaU the-processing fee Ecceed I 

he actual ewstt^'pnjcessini? and recording the Agraement 

Werdinq TurDDOsedl: 

The hgisiztivs body entering ixto & contract ds3cnbBd in th i s zr t ide 
may rBquirv that the property owner, as a condition to entering into the 
contract, pay a fee not to exceed the reasonsble cost of administeiing 
this program. 

The cost of administering the program includes, but is not limited to, 
revJewing' votuntary dtt igneGon mquest, gener&flng staff reports , 

Act properties io ensure Me property owner's compliance with Mills 
Act contrsct requirements. ' 

* It seemsmost effident to leave actual numbers and rrioliar values o4-;crf:.theipoiiĉ wDrriing 
Itself. S^m^nreBhouWEi^c^'todet^ltheiTBasonabSecostE^ Ttiissfcicturewboid-allow 
for fee increases as ecomwriic conriftibns and labor cosis change without, having' to 
imptement a policy change, thus ensuring the financial health of the department 

http://www.KJhosandie'gD.Drg
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DED 

2476 San Diego Avenue-* San Diego CA 92112 • (619)^^9327 • wv^.sdhiosandiegp^rQ 

p.2 

/ ^ \ 

The memo discussing the reasonable cost to administer the program and when those 
cxosts would be recovered could be outlined as follows: 

I. Curra 
admihi^tSMe; 
calculate the fee for any particular property is as follows: The owner shall pay a graduated 
p m c e ^ n g v ^ > q f ; ^ 0 # rp&r:'$S^^0 '^.viB&Sni^^ iieeh'-
purchased within 24 months of the reques tor B Mills A ^ • 
as shown on escrow documents, whichever is g r t t i e r + p m ^ s t i ^ 

underrsev6ral:-britefia; 

Z. The Gosttp>genem^ 
the^Ootantyis^cuDBrttiy^ . Prnpetty owners^l|3g^iECo^vaSva?one^meii^fe. 

3. The pTOJeoted-ca^tovmortorM ejcpected to cast 

sbtaimng, 
is 

considered ̂ coTi^te w h e ^ 
•mi' 

Of SpecialiNate: 

it ̂ hQiildi-toe'ifemembered ^la^thisMs-a lahiaua^roaram;. IHheTB js^no -other ppporfajnity like that 
i |are^ip^. ' ;b^^^Mife^fe to any other fee-
skppi^d ^^ic6?pi^viiediibyithe ^pi^iediib^sthe^G^ 

There Will be ho property oymer^ coming fefwahd^th against the fee 
GaiculErtlpn because they wiil be recouping all their fee costs within the first 1-2 yearn after the 
Mflis ifeteiit^•savings is in piacf: 



* 
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Save Our Heritage Organisation 

> o 

2476 San Diego Avenue- San Dieao CA 9211.0 • f6191 297-9'327 »www.sohosandieqD.org 

^ ^ E P ^ p. 3 

Citizens in discussion, arbitration, and/or iitigatipn involving fees in other departments will not 
be able to use this program as precedent to support tjieir actions since this process is unlike 
any other in terms -of the ongoing benefit received by participkrtts. 

Structuring the cost^recpyery method in the manner proposed has the capability erf ensuring 
ongoing fiscal.heafth^ otitlh hand and fast 
pffify'lmguageiriftl^ dtjetoiiriflatipn and increased labor costs. 

The coliection of a targe, flat upfront review fee ,is seen as a farrier to designation for some 
prbgeiiy cwAteTs;^^^ property, 
cbrnjIiKoiy *)f Sie ^yiew .pjoc^ss,/pr^pus^h^dfiincQme^:' ^ S Q , the;Jfee would h6 collected 
^ e i S ^ ^ r h i r t ^ Sppie ^slicsrits woiiid feeWihabls to 
tafkeifeatfinanciEtlm£k and^may/GhoDsenbtlose^kdesign^bm 

Having PO iiplrootf^S!, but ?<>|i^ 
is fair :and;TOuch,,mcra:j^lStelKkir Since #ie :̂ tnjdture wiil^dS/e airea^y been desighEtfed. 
participants vrauld be assured fee 

Some may argue that this 
of designated., but -not ^^abfisHed thtb #ie ^jil|;..3^ '̂nBgrairL;. Those situations will occur, 
thoiifgh Tipî veiy tMenir ^ q ^ s t f^Aresy^ are 
succ^ssfutiyroepgnized and eralisfedin ^eMilsi4dt. 

One other financial benefit to the HR8 is that under the proposed system, property owners 
within Historic distnete errterih^i as owners of 
individually tendmarfced feuiidings, wliether or not fee ^rudtures \^re:;recei4fe 'designated. So, 
the new owner of a home/de^rgnated 20 years agovas jjart df^ia:diStridi.biJt^uppn;wKich there 
had never been an active Mills Aci contract; would pay this proposed cost-recovery fee; 

Based on my experience wth historic properly owners andl as a recipient of Mills Act tax 
sayings rnyseifj i can absoluteiy assure you thatthis prpposed method of collecting review, Mills 
Act,, and mbhftoring feeslwili Work, and work welt Property owners will gladly pay the fees 
rather than face the disbanding of the program or the prospect of another missed Fvnils Act cycle 
while languishing on the waiting list — a list made long due to the inability of the department to 
adequately provide staff due to budget issues. 

Respectfully Submitted, 

Beth Mpntes 
President Save Our Heritage Organisation 

http://www.sohosandieqD.org
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T H E C I T Y O F S A N D I E G O 

OFFICE OF THE INDEPENDENT BUDGET ANALYST REPORT 

Date Issued: November 2 1 , 2008 

City Council Meeting Date: November 24, 2008 

Item #: 202 

IBA Report Number: 08-119 

Mills Act Program Reforms and Cost 
Recovery Fees 

OVERVIEW 

ar^ H T>^ £ir^#"C 

to the Land Development Code and Council Policy 700-46 "Mills Act Agreements for 
Preservation of Historic Property," to reform the City's Mills Act Program. The City 
Council is also asked to implement cost recovery fees for the administration of the 
program. 

The Mills Act was enacted in 1972 by the State of California to enable local governments 
to enter into contracts with owners of qualified historic properties who actively 
participate in the restoration and maintenance of their historic properties while receiving 
property tax relief. The State of California's Office of Historic Preservation identifies the 
benefits to the local government of having a Mills Act program as the "conserving of 
resources and reinvestment as well as the important role historic preservation can play in 
revitalizing older areas, creating cultural tourism, building civic pride, and retaining the 
sense of place and continuity with the community's past." Mills Act contracts are 
between the property owner and the local government granting the tax abatement. Each 
local government establishes their own criteria and determines how many contracts they 
will allow in their jurisdiction. 

In 1995 the City of San Diego established a Mills Act program. In their November 18, 
2008 (Report # 08-176) report to the City Council, staff slates that the current program is 
"Very informal" and "Only a limited number of agreements include additional 
preservation or rehabilitation requirements and there is no requirement that the tax 
savings realized through this program be invested in the historic property." Staff also 
states that "There is no formal inspection schedule or monitoring of agreements for 
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compliance with the contract requirements." Over the last two years there has been a 
desire by the Mayor and the City Council to review the current program to ensure its 
effectiveness and to propose a cost recovery fee proposal. In addition, the effectiveness 
of the City's Mills Act program has recently come under scrutiny from the San Diego 
County Grand Jury. 

The City of San Diego currently has 901 Mills Act contracts resulting in an annual 
reduction of $1.1 million in property tax revenue. As pointed out by the San Diego 
County Grand Jury, the City San Diego has substantially more Mills Act contracts when 
compared to other California jurisdictions. 

FISCAL/POLICY DISCUSSION 

The reform of the City's Mills Act program can be simplified into one overarching 
question - How does the City balance protecting our historical properties while limiting 
the fiscal impact to the General Fund? It is the opinion of the IBA that staff has proposed 
sensible modifications to the Mills Act program that addresses this question. The 
modifications proposed by staff include: 

• Requiring a formal application process with a set deadline; 
• Establish an inspection schedule for monitoring Mills Act properties; 
• Establish a fiscal threshold for tax revenue reduction to the General Fund; 
• And establish a cost-recovery fee. 

The following sections provide comments, additional information, and recommendations 
that our office has on the staffs recommendations. 

Staffing for the City's Historical Resources Section 
For the proposed reforms to the City's Mills Act program to be successful, adequate 
staffing in the Historical Resources Section is essential. The following chart details 
staffing levels for the City's Historical Resources Section over the last four fiscal years: 



SSSlPBISiSKeii^^^S 
2006 

2007 

2008 

2009 

1.00 Senior Planner 
1.75 Senior Planner "borrowed" from Community 
Planning. 
1.00 Associate Planner 
Total Staff: 3.75 
2.00 Senior Planner 
1.75 Senior Planner "borrowed" from Community 
Planning. 
1.00 Senior Clerk Typist 
Total Staff: 4.75 
2.00 Senior Planner 
1.75 Senior Planner "borrowed" from Community 
Planning. 
1.00 Senior Clerk Typist 
Total Staff: 4.75 
3.75 Senior Planner 
1.00 Senior Clerk Typist 
Total Staff: 4.75 

Staff has indicated that if the proposed reforms are approved they will expect to complete 
an average of 200 inspections per year and process 3-6 applications per month or an 
estimated 50 ner vear. Thev have also stated that the existing staffine levels should allow 
them to meet their goals. However, some delays could occur due to the impacts of 
reductions to the City Planning and Community Investment Department that have been 
proposed to help solve the City's Fiscal Year 2009 budget deficit. These reductions 
include a cut of ($200,000) to the Uptown Cluster Community Plan Update. Prior to the • 
proposed reduction, the department was expecting to hire consultants to help with various 
components of the Uptown Cluster Community Plan Update. If the reduction is 
approved, the Historical Resources Section will assume some of the responsibilities for 
completing the Uptown Cluster Community Plan. It is important to note that if staff is 
reduced from the Historical Resources Section, the effectiveness of the reforms and the 
program will be severely impacted. 

Cost Recovery Fee Proposal 
Currently the City of San Diego charges a maximum fee of $400 to process a Milis Act 
Program Agreement and no fee for the processing of historical designation nominations. 
As pointed out by staff in their November 18, 2008 (Report # 08-176) report, the majority 
of the City's cost to process Mills Act applications and historical designation nominations 
is absorbed by the General Fund. To ensure cost recovery of the program, staff has 
proposed the implementation of the following fee schedule: 



IIBi^^SiStPcnKiolBSSi^S 
Individual Historical Resource 
Nomination Fee (To be paid upon 
submittal of nomination) 
Mills Act Program Agreement Fee (To be 
paid at the time of request for a Mills Act 
Program Agreement following the historic 
designation) 
Mills Act Monitoring Fee (To be paid 
upon submittal of a signed and notarized 
Mills Act Program Agreement) 

$1,185 

$590 

$492 

Staff has developed the proposed fee amounts based on the tasks associated to complete 
the designation, agreement, and monitoring. When developing the fees, staff factored in 
the fully loaded salary amounts for the positions responsible for each task and the time 
associated with each project. Staff provided the IBA with their back up information for 
our review and we concur with the methodology that they used to develop the fees. It 
should be noted that the proposed fees are based on current salary data. In the resolution 
before Council, staff has requested the authority to adjust the Fee Schedule from time-to-
time to recover increases in the administrative costs of the program. 

Other alternative fee proposals have been reviewed by staff and our office. In a July 21, 
2005 letter from The Save Our Heritage Organisation, they proposed a graduated 
processing fee of $200 per $100,000 of assessed value of the home with a cap of $3,000. 
The IBA has reviewed this method but felt that depending on the assessed valuation of 
the home, the fees collected would not cover the costs to administer the program and for 
some homeowners they would end up paying more than what is cost recoverable. It is 
also important to note that the City's Administrative Regulation on fees (Administrative 
Regulation 95.25 - "Processing new and revised fees and charges for current services,") 
states that the policy on fees is to recover the cost of providing certain services. 

Finally, it should be pointed out that the proposed fee policy does not factor in an 
economic hardship waiver for those that cannot afford to pay the fees. Although the 
Mills Act Program is voluntary, it is the opinion of the IBA that homeowners who qualify 
and are willing to adhere to tlie program guidelines should be given the opportunity to 
participate regardless of their ability to pay the fee. Staff has indicated that because the 
program is voluntary, they do not have statistics on homeowners who would like to 
participate in the program but are precluded from doing so because of financial 
constraints. However, they estimate that the number is a small percent of the overall 
applications. Although not included in their formal proposal to the City Council, staff 
does discuss a possible option to incorporate an economic hardship waiver for property 
owners that can satisfactorily demonstrate that their annual income is less than the Area 
Median Income. If the homeowner qualifies, all fees would be waived. If the fees were 
waived, the General Fund would assume the costs for these homes. The IBA supports 
the inclusion of an economic hardship waiver in the updated City Council Policy. If 



an economic hardship waiver is approved by the City Council, the IBA recommends 
that staff reports on the number of economic hardship waivers granted annually. 

Annual Threshold 
As staff points out in their November 18, 2008 report, the City currently experiences an 
annual reduction of $1.1 million in Property Tax Revenue related to Mills Act 
agreements. Based on the need to manage the fiscal impacts of the program to the City's 
General Fund, staff is proposing to implement an annual threshold amount of $100,000 in 
additional Property Tax reductions from the approval of new Mills Act agreements. The 
IBA supports the implementation of a threshold. The implementation of a threshold will 
put into place a process where the City Council is annually informed of the impacts of 
new Mills Act agreements and can choose to increase the threshold based on the financial 
condition of the City. The IBA does offer the following suggestions and changes to the 
threshold implementation language included in the strike-out version of City Council 
Policy 700-46. 

IMPLEMENTATION 

Proposed Language 
E) Exceeding the Threshold: If in any calendar year, the projected reduction in 
property tax revenue to the City from Mills Act Agreement appiications exceeds 
rti i r\r\ r \ r \n . 1 . _ / ~ \ i i _ . \ r J : _1 II * *1 „ „ « i ; „ „ + ; „ « „ * „ *Un 
J)10U,UOU, UIC 'wiiy ivioiiagct ui u c ^ i g u c c anoii p i t a c u i u iuoc app i i^auu i i a LU UH-

City Council as part of that year budget process. The City Council may authorize 
the processing of Mills Act Agreements exceeding the $100,000 threshold by 
making a finding that the fiscal health of the City is such that additional reduction 
in tax revenue can be supported by the budget. 

If in any calendar year, the projected reduction in property tax revenue to the City 
from Mills Act Agreement applications exceeds $100,000, and the City Council 
does not make a finding to authorize the processing of those Agreements, the 
property owner may choose to apply for an Agreement in a subsequent year. 

It concerns the IBA that the "Exceeding the Threshold" language proposed by staff 
confuses calendar year with fiscal year. The City's fiscal year runs from July Is1 to June 
30^ and transcends multiple calendar years. The calculation of the impact to the General 
Fund should be based on fiscal year and not calendar year to be consistent with the City's 
annual budget process. In addition, the IBA is concerned that once the $100,000 
threshold is reached, the City Council will be asked to approve the applications that are 
over the threshold and not just an increase to the threshold. The IBA believes that the 
intent should be for the City Council to approve increasing the threshold, not specific 
applications. The proposed process for applications that are submitted after the threshold 
could result in applicants being treated differently. The proposed language states that the 
property owner may choose to apply for an Agreement in a subsequent year but does not 
state if they have to pay additional fees. It seems unfair that an applicant would have to 
re-apply because they are over the City's threshold. The IBA believes if the Council does 
not approve an increase to the threshold, then applications that have already been 
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submitted should be rolled over to the next fiscal year. Based on these concerns the IBA 
offers the following suggestions to clarify the proposed language: 

E) Exceeding the Threshold: If in any calendar year Fiscal Year, the projected 
reduction in property tax revenue to the City from Mills Act Agreement 
applications exceeds $100,000, the City Manager or designee shall present those 
applications to the City Council as part of that year budget process seek Council 
authorization to exceed the threshold. The City Council may authorize the 
processing of Mills Act Agreements exceeding the $100,000 threshold by making 
a finding that the fiscal health of the City is such that additional reduction in lax 
revenue can be supported by the budget. 

if in any calendar year Fiscal Year, the projected reduction in property tax 
revenue to the City from Mills Act Agreement applications exceeds $100,000, 
and the City Council does not make a finding to authorize the processing of those 
Agreements, the property owner may choose to apply for an Agreement in a 
subsequent year, owner's appUcation will be rolled over to the next Fiscal 
Year. 

CONCLUSION 
Overall the IBA supports the proposed reforms to the City's Mills Act program. The 
reforms proposed by staff balance protecting our historical properties while limiting the 
fiscal impact to the General Fund. The IBA does recommend the following: 

• The inclusion of an economic hardship waiver in the updated City Council 
Policy. If an economic hardship waiver is approved by the City Council, the 
IBA recommends that staff reports on the number of economic hardship 
waivers granted annually. 

• Recommend language changes to the modifications to Council Policy 700-46 as 
proposed by staff and discussed in the Annual Threshold Section of this report. 

Jeffrey Sturak APPROVED: Andrea Tevlin 
Fiscal & Policy Analyst Independent Budget Analyst 
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Milts J^ct Reforms and Cost fycovery Tees 
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^MiHs^ct Reforms and Cost Recovery fees 

• Introduction 
D Comprehensive review and proposal for 

strengthening City's Mills Act program 
• Verifying reinvestment into the resource 
• Providing prudent fiscal parameiers 
• Covering program costs 

DNot an attempt to weaken historic preservation 

or eliminate an important economic incentive 

0 Not a rush to hearing 

k mOBOSSlssssmzy*- • 
IMiGsJict ^forms and Cost Qtecovery Tees 

Significant public and agency review 
D LU&H review of Nominations backlog and direction 

to develop cost recovery fees (Detcmim aws) 
D City Council direction to develop fee (Budeei ht-annp axel 
D LU&H Review of Proposed Cost Recovery Fees (luiw 

2006) 

D HRB Policy Subcommittee Review of Fee Proposal and 
Overall Mills Act Program {2003 - 2007) 

C IBA Review of Fee Proposal and Costs of Program (May 
1007) 

a Numerous public meetings on reform measures 
throughout 2008 



Mitts Jici Reforms and Cost Recovery Tees 

m City commitment to historic preservation 
• General Plan policies 

• Historic Preservation Element 

DNew historic districts 
• Islenair, Fort Stockton Line, Mission Hills 

• New Mills Act contracts (282 last 4 years) 
• 2005 - 45; 2006 - 97; 2007 - 65; 2008 - 75 

• Historical resources section staffing levels 
• 3.75 Senior Planners and 1.0 Sr. Clerk assigned to 

Historical Resources as part of Urban Form Division 
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Mitts ̂ ct (Rgforms and Cost <Kecovery Tees 
Current incentives 
D Federal tax credits; Use of State Historic Building Code; 

Facade easement; Mills Act tax reduction; Conditional 
Use Permit and other Code flexibility; Design 
assistance for owners of historical resources through 
the Historical Resources Board; Facade improvement 
program for historic commercial properties 

Additional Incentives from General Plan 
D Use of Transfer of Development Rights; Architectural 

assistance service; Retention of n on-conforming 
setbacks; Protection and preservation of important 
archaeology sites on private property; Use of 
conservation areas to protect neighborhood character 
through design guidelines 
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Mitts Jict (Reforms and Cost (Recovery Tees 

• Mills Act Program - State Law 
DState program adopted locally (City Council 

Policy 700-46 adopted July 18,1995) 
• Property tax reduction for maintenance and if 

necessary restoration or rehabilitation of 
designated historical properties 

• County Tax Assessor uses formula sel by State 
law (20%-70% savings typical) 

• 10 year life, renewed annually 

•Treatment of properly according lo Secretary of 
the Interior's Standards 



Mitts fict (Reforms a n d Cost (Recovery Tees 

• Mills Act Program - City Council Policy 
OContract Requirements 

• Resource visible from public right-of-way 
• Limited application of resource specific 
conditions/exclusions 

DFees $100 per SI00k assessed value to S400 
maximum 

•Redevelopment Agency approval 

Mdtsflct (Reforms and Cost Recovery Tees 
Nuntwr of U l i Act Aflreemmt by Year 

IMS 1M6 1MT 1998 ISM IMD 2001 2002 2003 2(XM 2005 2006 200' 
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' Mittsfict (Reforms and Cost <Re.co\>ery Tees 

Number of Mil I t Act Agreements by Planning Area 

.hy Planning A r u 

• t m i t cny 

• Cdlsge Atw 
• Gnuiw GcJoen Hyt 
• G i U f Ncrth Pj/k 

• KarmlnglDfvTalmHlpt 

Bit **\t 
• Uormal HvigHs 
• O C H I Bsash 
• p*clAc Buch 
DParwull 

• San Yftoni 
• SoulhaailBm &«n Diegc 
• UPICNVTI 



"Mitts Jlct (Reforms and Cost (Recovery Tees 

Review of Current Program 
• Initial focus on fee 

a Cost recovery 
• Need for monitoring 

• lO+.years since first contract 
• Aspects of other jurisdictions' programs 

• Program limits 
• Eiigibility requirements 
• Application deadline 
e Contract requirements 
• InspectionTequiremenls 
• Fees 

Mitts fict Reforms a n d Cost (Recovery Tees 

• Review of other jurisdiction's programs 

• Within California 
• Pasadena, Los Angeles, Anaheim, Santa Ana, 

Escondido, San Jose, Long Beach 

• Other states with similar tax reduction 
program 
• Oregon; Arizona 

• Other large cities with historical resources 
a Philadelphia; Chicago; Boston; New Orleans 

Mitts Jict (Rfforms and Cost Recovery Tees 

• Need for Program Reforms 
• LDC now includes historical resources 

regulations 

• N o formal inspection/monitoring 
requirements 

DNo application required 

• N o requirement for investment of tax 

savings in historic property 

•Number of agreements out of proportion to 
other California cities 



Mitts Jict (Rfforms and Cost (Recovery Tees 

• Objectives of Program Reform 

DUnderstand and manage fiscal 
considerations 

•Improve accountability of program 
•Recover costs of implementation 

Mf i S S ' W S / J I V "•• 

'Mitts ̂ c t (Reforms and Cost (Recovery Tees 
Draft Proposal lo HRB Policy Subcommittee (lanuarv 
2008) 

D A n n u a l l im i t 
D A d d i t i o n a l E l ig ib i l i t y Requirements 

• Threatened or deteriorated resource 

• A l fordab le housing 
• Economic hardship 

a Supports revital ization ellorts 
D A p p l i c a t i o n deadl ine March 3 1 " 
• Cont rac t Requirements 

a Resource visible t rom public nght-of-way 
• Tai lored agreement to achieve rehabilitation or restoration 

a Inspect ion for new agreement and even ' 5 years 

D Fees 
• 1590 for agreement 
• J492 mon i lo r i ng w i l h agreemenl and every 5 years 
a J94S eniorcement only i* needed 
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Mitts JLct (Reforms and Cost Recovery Tees 

• Presented lo Communi ty Planners Committee (March 
2008) 

D Revised after Policy Meeting 
a Appl icat ion deadline 

• Pipeline provis ions (or properties already designated and in 

queue (or designation at t ime o( revisions (eicepl lor lees) 

• Workshop with HRB (April 200s) 

D Objective to review issues and solicit public input 
D Comprehensive review of incentives, including other 

jurisdictions 
D Guest Speakers 
D 300+ members of public 



Mitts J^ct (Rfforms and Cost (Recovery Tees 

• HRB Workshop 0^2008) 

• Additional public testimony 

• S H P O Review omyaooa) 

• HRB Hearing (juiy2ooB) 

•Clarification of proposal 

•SHPO presentation 

•Public testimony 

•HRB Discussion and Motion 
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Mitts ̂ c t (Reforms and Cost (Recovery Tees 

Areas of Seme General Agreement 
•Earlier Application deadline 

• Support for June or July deadline 

DlO-year tailored agreements 
n Support for general language for 

rehabilitation, restoration and maintenance 
• M onitoring/1 nspections 

• Support for minima) monitoring or 
homeowner self monitoring 

•Fees 
> Support for reasonable fees with low income 

waiver' 

Kaws.;-.-1' 

Mitts Jlct (Rfforms and Cost (Recovery Tees 

• Earlier Application deadline 

•Original proposal required formal 
application with deadline of March 31sl 

, • Various other dates during draft review of 
reforms 

• Revised proposal of forma! application by 
March 31 with designation by December 
31s l prior year 
• Allows time to address during budget process 
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Mitts Jlct (Reforms and Cost (Recovery Tees 

• 10-year tailored agreements 
•Original proposal for annual renewal to 

achieve i\ecessaTy lehabilitatwrn or 
restoration and maintenance, compliance 
with Standards, visibility of resource, 
limited site specific conditions 

•Revised proposal same as above with 
addition of property owner demonstration 
of substantial investment of tax savings 

Mitts M t (Reforms and Cost (Recovery Tees 

• Moni tor ing/Inspect ions 

•Original proposal to monitor existing Mills 
Act contracts and inspect the exterior of 
Mills Act properties every 5 years for 
compliance with Standards and site 
specific conditions 

• N o revisions to original proposal 

Mitts ̂ ct (Reforms and Cost Recovery Tees 

• Fees - proposal has not changed since 2006 
• $1,185 nomination fee for designalion 

• One lime only at lime of submittal (apply to pending 
nominalions) 

D $590 for Milis Acl agreement fee 
• One time only al lime 0* application afiei dBsionation (apply 

io pending nominations) 

D $492 monitoring fee 

• At time of agreement recofdalion and every 5 years pnor to 
•nspeclion (apply lo existing and future Mills Acl contracts) 

• S949 enforcement (ee 
• Only if needed as pari of an enforcement action 
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Mitts Jlct (Reforms and Cost Recovery Tees 

• Areas of Disagreement 
• Annual limit 

• Strong public disagreement with any limit to 
number of new contracts or to amount of new 
reduction in tax revenue 

•Eligibility requirements 

• Strong public disagreement to any new 
eligibility requirements 

Mitts M * ^Rfforms and Cost (Recovery Tees 
• Annual limit 

•Original proposal included numerical or 
fiscal limit based on past practice 

• Average 67 new contracts per year 
• Average $1,340 reduction in property tax 

reduction per contract per year 
• Average 589,780 average annual reduction 

• Revised proposal sets fiscal threshold of 
S100,000 annual new reduction in tax 
revenue 
• Council can exceed as part of annual budget 

process 
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Mitts Act (Rfforms and Cost (Recovery Tees 
• Eligibility requirements 

a Original proposa! required al least one of the 
following new criteria: 

• iubslantially contribute lo the preservation oi a historical 
resource threatened by delenoralion or abandonment; 

• enhance opporlunilies tor mainlaining or creating affordable 
housing: 

• /adlitale preservalion and maintenance oi a property in cases 
oi economic hardship; or 

• support substantial reinveslment in a historical resource 
and /or rehabilitation of a historical building or slruciure 

D Current proposa! has no new eligibility requirements 



OHiHsJLct (Reforms and Cost Recovery Tees 

m Program Reform Objectives 
O Understand and manage fiscal considerations 

• fiscal threshold SOT new contracts 

D improve accountability of program 
* Demonstrated investmeni of tax savings into 

property by owner 
• Monitoring of property by City to assure 

preservation 

a Recover costs of program implementation 

wiusflct Rfforms and Cost Recovery Tees 
Recommend anon 
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REQUEST FOR COUNCIL ACTION 
CITY OF SAN DIEGO 

TO: 
CITY ATTORNEY 

2. FROM: {ORIGINATING DEPARTMENT) 

CITY PLANNING & COMMUNITY INVESTMENT 
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Jodie Brown, 533-6300, MS 5A 
7, CHECKBOX IF REPORT TO COUNCIL IS 

ATTACHED: m 
8. COMPLETE FOR ACCOUNTING PURPOSES 

-UND 100 9. ADDITIONAL INFORMATION / ESTIMATED COST: 

DEPARTMENT 065 
ORGANIZATION po&Z 
DBJECT ACCOUNT 73480 

Costs associated with the Mills Act Program are 
proposed to be paid by cost recovery fees as part 
of this action 

IOB ORDER 

T.l.P NUMBER. 

AMOUNT 

10. ROUTING AND APPROVALS 
ROUTE APPROVING 

(#) AUTHORITY 
APPROVAL SIGNATURE 

DATE 
SIGNED 

ROUTE 
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APPROVING 
AUTHORITY APPROVAL SIGNATURE DATE 
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II. PREPARATION OF: RESOLUTION fS) a ORDINANCE(S) a AGREEMENT(S) L~l DEED(S) 

1. AdopI a Resolution approving the amendments to Counci] Policy 700-46 "Mills Act Agreements for Preservation of Historic 
Property" 

2. Adopt a Resolution approving the Fee Schedule for Individual Historical Resource Nomination, Mills Act Program Agreement, 
Mills Act Program Monitoring, and Mills Act Program Enforcement 

11 A. STAFF RECOMMENDATIONS: 

1. Approve the Mills Act Reforms and combined new and increased fees from S400 to S2267. 
2. Support amendments to Land Development Code. 
3. Support amendments to Council Policy 700-46. 
4. Apply fees and reforms to pending nominalions. 

12. SPECIAL CONDITIONS (REFER TO A.R. 3.20 FOR INFORMATION ON COMPLETING THIS SECTION.) 

::QUNClLDI5TRJCTfS): Citywide 

COMMUNITY AREAfS): Communities with structures over 45 years old. 

ENVIRONMENTAL IMPACT;These actions are exempt from CEQA. / ^ ^ ^ ( $ $ } 

HOUSING IMPACT: No impaci on housing or the cost of housing. 

DTl 'ISSUES: None 
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REPORT TO THE CITY COUNCIL 
EXECUTIVE SUMMARY SHEET 

DATE ISSUED: 
ATTENTION: Council President and City Council 

Docket of 
ORIGINATING DEPT.: City Planning & Community Investment 
SUBJECT: Mills Act Program Reforms and Cost Recovery Fees 
COUNCIL DISTRICTS: Citywide 
STAFF CONTACTS: Cathy Winterrowd (619) 235-5217 and Jodie Brown 

(619)533-6300 

REQUESTED ACTION: 
Adopt a series of amendments to Council Policy 700-46, "Mills Act Agreements for Preservation of 
Historic Property," to reform the City's Mills Act Program and provide improved accountability and 
annual fiscal thresholds for new agreements; and establish fees associated with historical resources 
nomination and Mills Act Program components to provide full recovery of staff costs. 

STAFF RECOMMENDATIONS: 
1. Approve the following Mills Act Program reforms: 

• Add a fiscal threshold of $100,000 new tax revenue reduction to general fund on an 
annual basis 

• AuthoriTe exceeding the threshold as part of the annual budeet orocess. based on findings 
made by the City Council that the fiscal health of the City is such that additional 
reduction in tax revenue can be supported 

• Require a formal application process with a deadline of March 31st of each year for 
properties designated by December SI5' of previous year 

• Require the property owner to demonstrate substantial investment of the tax savings into 
the designated historic property through a 10-year tailored work plan which may include 
costs of rehabilitation or restoration of the historic property necessary to achieve historic 
designation 

• Establish an inspection schedule for monitoring of Mills Act properties prior to a new 
agreement and every 5 years thereafter prior to the renewal date to assure compliance 
with contract requirements 

2. Establish cost-recovery fees for 
• public nominations of individual properties submitted for hisioric designalion pursuant to 

LDC Section 123.0202(a); 
• Mills Act Program agreement (revised fee); 
• Mills Act Program monitoring; and, 
• Mills Act Program enforcement. 

3. Apply the Program reforms and new fees to pending and future nominations and Mills Act 
Program agreements and the monitoring and enforcement fees to existing and future Mills Act 
Program agreements. 

4. Do not adopt fees for processing nominations of historic districts but apply the same Mills Act 
Program refonns and the agreement, moniloring and enforcement fees to designated historical 

. resources within Districts. 

EXECUTIVE SUMMARY: 
The current Mills Act Program was adopted by the City Counci] in July 1995 (Council Policy 70CM6) as 
way to provide an incentive to historic property owners and bring historically significant properties under 
the City's authority for preservation, at time when there were no historical resources regulations. The 
current program is very informal with all designated historic properties located outside Redevelopment 
Areas eligible for Mills Act taxreduction. Specific requirements apply within Redevelopment Areas. 
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Only a limited number of agreements include additional preservation or rehabilitation requirements and 
there is no requirement that the tax savings realized through this program be invested in the historic 
property. There is no formal inspection schedule or monitoring of agreements for compliance with the 
contract requirements. The Mills Act Program has not been updated or modified since its initial adoption 
and there is a desire on the part of the City to improve accountability of the overall program and to 
understand and manage the fiscal impacts of the program. Staff recommends adopting several reform 
measures to the Mills Act Program that would allow the fiscal impacts to be managed, improve the 
accountability of the Program and provide cost recovery fees for the processing of designation requests, a 
Mills Act Program Agreement, monitoring program, and enforcement. Staff recommends the reforms and 
fees be applied to pending applications and that the fee be required prior to work on each aspect of the 
program. Additionally, a Mills Act Agreement monitoring program would be established to ensure 
compliance with individual contracts and the state enabling legislation for the benefit of the public. 

FISCAL CONSIDERATIONS: 
Without enacting the requested fees, the General Fund is paying for optional services sought by individual 
property owners. The requested fees will recover the staff costs of this function. 

PREVIOUS COUNCIL AND/OR COMMITTEE ACTION: 
In December 2003, Planning Department staff asked the Land Use and Housing (LU&H) Committee to 
support a moratorium on processing voluntary nominations while staff prepared a fee for the service. 
While the committee did not approve a moratorium, it did authorize staff to develop a fee proposal. 
During review of the Planning Department's Fiscal Year 2006 budget, the City Council directed staff to 
prepare a fee proposal to recover costs associated with nominations of historical resources. On June 21, 
2006. ths LTJ^H Committee forwarded the issue of fees for nominations of historical resources and Mills 
Act Program Agreements to the full City Council with direction for staff to develop options related to the 
timing of a fee and a way to accommodate those property owners who cannot afford to pay the fee. 

COMMUNITY PARTICIPATION AND PUBLIC OUTREACH EFFORTS: 
Staff met with preservation stakeholders several times between 2004 and 2006 to discuss the fee proposal 
and need for more formal inspections of Mills Act properties. Historic consultants and community 
representatives expressed concern that any fee, other than a nominal one, would deter property owners 
from coming forward for historical designation. Staff presented information comparing the City's overall 
Mills Act program with other jurisdictions' programs and the potential for changes to the HRB Policy 
Subcommittee during 2006 and 2007, with a draft proposal for changes presented in January 2007. There 
was much public interest and concern about the proposed changes expressed at this meeting and to staff 
and the Mayor's office following the meeting. The HRB held two workshops, in April and June 2008 and 
a hearing in July 2008 on the issue of Mills Act reforms. Every owner of a designated historic property or 
of a nominated property was notified by mail of these workshops. A very significant number of people 
attended the workshops and hearing. Many individuals expressed opposition lo some or all of the 
changes being proposed and there was particularly strong opposition to any change in the program that 
would limit the number of new contracts or add eligibility requirements for new contracts. 

KEY STAKEHOLDERS AND PROJECTED M P ACTS: 
Key stakeholders are owners of historical properties who are seeking designation and Mills Act 
agreements who will subject to revised policy and regulations and will be charged new or revised fees. 

William Anderson, FAICP, Deputy £hief 
City Planning & Development 
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RESOLUTION NUMBER R-_ 

DATE OF FINAL PASSAGE 

A RESOLUTION OF THE COUNCIL OF THE CITY OF SAN 
DIEGO APPROVING THE AMENDMENTS TO COUNCIL 
POLICY 700-46 PERTAINING TO MILLS ACT AGREEMENTS 
FOR PRESERVATION OF HISTORIC PROPERTY. 

WHEREAS, the Mills Act was enacted in 1972 by the State of Caiiforaia to enable local 

jurisdictions "to enter into contracts with property owners of qualified historic properties who 

actively participate in the restoration and maintenance of their historic properties while receiving 

property tax relief;" and 

WHEREAS, the Council of the City of San Diego adopted Council Policy 700-46 in 

i . j Z ! ^ \XJ j j i v / V i U - C iX i i i w i i w i - i i i j i i l vwj.j .kl V w u u wiifc, t / . . j . i w j u %ji x n o i v / l i WUJ.J j U.w01^1lULkyU l i l L l i ^ i.WLl.i.1 KJ i a 

property tax reduction for the maintenance, restoration and rehabilitation of historic properties 

within the City of San Diego;" and 

WHEREAS, when the Mills Act Program was set up in 1995, a monitoring system was 

not established and a program agreement was entered into for a period often years, with 

automatic renewal each year unless one of the parties proposed to end it; NOW, THEREFORE, 

BE IT RESOLVED, by the Council of the City of San Diego, that Council Policy No. 

700-46 titled "Mills Act Agreements for Preservation of Historic Property," is hereby approved 

with the following amendments listed below: 

• Require a formal appUcation process with a deadline of March 31st of each year 

for properties designated by December 31s1 of previous year; 
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• Require the property owner to demonstrate investment of the tax savings into the 

designated historic property through a 10-year tailored work plan which may 

include costs of rehabilitation or restoration of the historic property necessary to 

achieve historic designation; and 

• Establish an inspection schedule for monitoring of Mills Act Program properties 

prior to a new agreement and every 5 years thereafter prior to the renewal date to 

assure compliance with contract requirements. 

BE IT FURTHER RESOLVED, that the City Clerk is instructed to add the aforesaid to 

the Council Policy Manual. 

APPROVED: MICHAEL J. AGUIRRE, City Attorney 

By 
Marianne Greene 
Deputy City Attorney 

MG:als 
11/18/08 
11/20/08 Cor.Copy 
11/26/08 Rev. Copy 
Or.DeptPlannin 
R-2009-681 
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I hereby certify that the foregoing Resolution was passed by the Council of the City of San 
Diego, at this meeting of t 

ELIZABETH S. MALAND 
City Clerk 

By 
Deputy City Clerk 

Approved: 
(date) JERRY SANDERS, Mayor 

Vetoed: 
(date) JERRY SANDERS, Mayor 
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RESOLUTION NUMBER R-_ 

DATE OF FINAL PASSAGE 

A RESOLUTION OF THE COUNCIL OF THE CITY OF SAN 
DIEGO APPROVING THE FEE SCHEDULE FOR 
INDIVIDUAL HISTORICAL RESOURCE NOMINATION, 
MILLS ACT PROGRAM AGREEMENT, MILLS ACT 
PROGRAM MONITORING, AND ENFORCEMENT. 

WHEREAS, any nomination and designation of a property as a historical resource is a 

prerequisite for a property owner seeking a tax reduction through a Mills Act Agreement, and 

WHEREAS, the City of San Diego includes no itemized budget for processing voluntary 

nominations and designations, but rather these services are absorbed by the City of San Diego 

General Fund, and 

WHEREAS, the City currently caps the fee to prepare, process, and record a Mills Act 

Agreement but such cap prevents the full recovery of these administrative costs; and further such 

fee does not recover any costs to monitor or enforce these agreements, and 

WHEREAS, because the Mills Act Program provides a meaningful incentive to property 

owners to voluntarily nominate and seek designation of historical resources, it is a vital 

mechanism to preserve the City's historical resources, NOW, THEREFORE, 

BE IT RESOLVED, by the Council of the City of San Diego, that Council Policy No. 

700-46 titled "Mills Act Agreements for Preservation of Historic Property" is hereby amended as 

set forth in the Council Policy filed in the office of the City Clerk as Document No. 

RR-
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BE IT FURTHER RESOLVED, that the Council hereby authorizes the adoption of the 

Fee Schedule provided in Report No. 08-176, a copy of which is on file in the office of the City 

Clerk as Document No. RR- . , and recited as follows: 

o $1,185 for the Individual Historical Resource Nomination; and 

o S590 for the Mills Act Program agreement; and 

o $492 for Mills Act Program monitoring with the initial Mills Act Program 

agreement and every five years thereafter; and 

o $949 for Mills Act Program enforcement, as needed. 

BE IT FURTHER RESOLVED, that the Council hereby authorizes the City Manager to 

adiust the said Fee Schedule from time to time tn recover increases in the administrative costs of 

the program. 

APPROVED: MICHAEL J. AGUIRRE, City Attorney 

By 
W \ y ^ ^ ^ 

Marianne Greene 
Deputy City Attorney 

MG:als 
11/18/08 
11/20/08 Cor.Copy 
11/26/08 Rev.Copy 
Or. D ept; P1 aiming 
R-2009-682 

-PAGE 2 OF 3-



(R-2009-682) 
REV.COPY 

I hereby certify that the foregoing Resolution was passed by the Council of the City of San 
Diego, at this meeting of ._ • 

ELIZABETH S. MALAND 
City Clerk 

By 
Deputy City Clerk 

Approved: __ 
(date) JERRY SANDERS, Mayor 

Vetoed: 
(date) JERRY SANDERS, Mayor 
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Yep iz , L a u r e n 

From: CLK City Clerk 

Sent: Thursday. November 20, 2008 7:58 AM 

To: Atkins, Councilmember; Faucett, Aimee; Faulconer, Council Member Kevin; Frye, Donna; 
Hueso, Councilmember Ben; Lujan, Magdalena; Madaffer, Councilmember Jim; Maienschein, 
Councilmember; Peters, Councilmember Scott; Pickens, Sonia; Soria, Patricia; Vetter, Gary; 
Yepiz, Lauren; Young, Anthony 

Subject: FW: November 24th Agenda, ITEM-202, Milis Act Program Reforms 

Attachments: Narwold.pdf 

From: Margaret B. McCann [mailto:margaretbeth@cox.net] 
Sent: Wednesday, November 19, 2008 7:51 PM 
To: Maienschein, Councilmember 
Cc: Nguyen, Khoa; CLK City Clerk 
Subject: November 24th Agenda, rTEM-202, Mills Act Program Reforms 

Dear Councilmember Maienschein, 

I would like you to consider carefully the information that is attached prior to the special Council 

session on Monday evening. The Mayor is proposing to adopt a series of amendments to Council 

Policy 700-46, "Mills Act Agreements for Preservation of Historic Property." The effort to reform this 

program is based on a flawed assumption - t h a t the Mills Act program causes a reduction in tax 

revenue to the City. The mathematical model used by Staff to reach that conclusion is too simplistic to 

be of any value. 

A valid model of the fiscal impact of the Mills Act on the City's tax revenue was developed by 
Professors Andrew Narwold, Jonathan Sandy and Charles Tu from the University of San Diego's School 
of Business, Department of Economics and Public Policy. This is the same department in which 
economist Alan Gin is a member. Professors Narwold et al published a paper that specifically analyzed 
the impact of the Mills Act on the City of San Diego's tax revenues. That paper, "Historic Designation 
and Residential Property Values; International Review of Real Estate, 11 (1), 83-95" is attached. The 
conclusion of the research is that an historically designated house with a Mills Act contract raises the 
property values of the houses surrounding it, leading to an increase in property tax revenue for the 
neighborhood. So while an individual house with a Mills Act contract may enjoy a decrease in property 
taxes, it is more than offset by the increase in the property taxes paid by its neighbors as a result of the 
halo effect that an historic property has on a neighborhood. 

On the agenda for this item, under Staff Supporting information, is this description, "... there is a desire 

on the part of the City to improve accountability of the overall program and to understand and 

manage the fiscal impacts of the program." It is important for you to understand that during each of 

the public hearings on this matter, in person and in writ ing, numerous people have advised Staff of the 

true fiscal impacts of the Mills Act program and the halo effect as described by Narwold et al. It is 

apparent that Staff has either failed to grasp the significance of the research and analysis performed by 

the leading economists in this area, or are willfully ignoring the data and findings. There can be no 

other explanation for why Staff would proposed a cap on Mills Act contracts when it is clear that this 

11/20/2008 
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program is a money maker for the City. 

Specifically, the proposed changes would add a fiscal threshold of $100,000 new tax revenue reduction 
to the general fund on an annual basis, which is essentially a cap on Mills Act contracts. The reforms 
also seek cost-recovery fees. Please understand that the Mills Act program is the only incentive, fiscal 
or otherwise, available to single family homeowners to encourage historic preservation. It is not 
logical to charge a fee for a program that itself provides a fiscal incentive, especially when that 
program actually increases overall property tax revenue. That's like awarding a bonus, then making 
the recipient pay to get the bonus. I believe there are thousands of Internet scams in circulation that 
do just that. 

Owners spend far more in restoration than what is saved through property tax reductions that are 
granted by a Mills Act contract. The financial and labor investment that an owner puts into a single 
home serves to raise the property values of all the homes surrounding it in the neighborhood. 

The Milts Act generates additional tax revenue from the properties.surrounding a designated 
historical resource for a net increase, not a net loss. 

Per the Narwold report, under the Mills Act, the overall taxable basis for the neighborhood 
increases by $1.8 million for each historical home. Studies show that local governments might expect a 
net tax revenue gain of $14,000 per house per year. 

The net effect of the Mills Act for neighborhoods and for the City of San Diego is increased 
property values and increased property tax revenue. Reducing the number of Mills Act contracts 
directly reduces the tax revenue that can be generated by property surrounding historically designated 
homes. 

If the City wants to reform the Mills Act program, here are a few suggestions: 

• Implement additional incentives for privately owned residences, such as waiving building permit 
and inspection fees for restoration work directed by Historic Resources Board staff to comply with a 
Mills Act contract. 

• Create an ordinance that requires real estate brokers to disclose pertinent information, as part of 
escrow instructions, to buyers of historically designated houses with and without Mills Act contracts. 
The buyer should be informed of, and acknowledge, the requirements and obligations with respect to 
maintenance and/or restoration of the historical property. 

• Provide outreach to underserved communities; Staff should attend community meetings & public 
library presentations in communities with few historical designations and ensure everyone knows 
about the Mills Act benefits. 

Thank you for taking the time to consider this information. 

Maggie McCann 

Heart of Kensington 

11/20/2008 
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4650 Edgeware Road 

San Diego, CA 92116 

619-584-2896 
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The State of California enacted the Mills Act in 1972. This act allows local 
municipalities the option of setting up a historic designation program. The 
main feature of the program is to allow the owners of historic buildings a 
reduction in their property taxes in return for an agreement to not alter the 
exterior fagade of the designated building. This paper uses hedonic 
regression analysis to estimate the impact of the historic designation on the 
value of single-family residences in the City of San Diego. The results 
suggest that the designation creates a 16 percent increase in housing value. 
This is higher than the capitalization of the property tax savings would 
suggest, implying market value in the historic designation itself. The Mills 
Act represents an innovative approach to historic structure management and 
may provide guidance to governments elsewhere in the U.S. as well as 
internationally when designing historic preservation programs. 
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1. In t roduc t ion 

In 1972 the State of California passed a law that since has become known as the 
Mills Act,1 named after the author of the legislation, California State senator James 
R. Mills. Before becoming a state senator, James Milis had made his name in San 
Diego as a historian, author and preservationist. The primary purpose of the act was 
to provide incentives for propeny owners to preserve and rehabilitate historically 
significant structures. The Mills Act allows for cities and counties to create 
programs designed to aid in the historic preservation of structures. The program 
allows for a reduction in property taxes on historically designated properties in 
return for a commitment by the owners of the property to maintain the property 
without significantly altering its appearance. 

The details of the Mills Act require a participating local government to enter into a 
contract with the owner of the historic building. This contract has several key 
features. The contract is valid for ten years, and is automatically renewed annually, 
unless notice to cancel is given by either party, in which case, the contract will lapse 
at the end of the ten years. Under the terms of the contract, the property owner 
agrees to maintain and rehabilitate, if necessary, the external fa9ade of the structure. 
In return, the property tax for the structure is reduced. 

In general, property taxes in California are calculated at approximately one percent 
of the t̂ x basis of a property. Upon the sale of the property (or significant 
alteration), the tax basis is adjusted to full market value; however, Proposition 13 
limits the annual increase in property taxes to a maximum of two percent in a year 
when the property is not sold. Under the Mills Act, the tax basis for the property is 
based either on the income produced by the building fur tcntad structures, or the 
income producing potential for owner-occupied structures. This income stream is 
then converted into a value for the structure based on a capitalization rate set by the 
county assessor's office. This imputed value then becomes the tax basis for the 
purposes of property tax assessment. The City of San Diego examined the savings 
to homeowners due to Mills Act contracts in 2005. For each property covered by 
Mills Act contracts, the City estimated the difference between what the property 
owners were paying, and what they would have had to pay without the benefit of the 
Mills Act contract. The property tax savings from entering into a Mills Act contract 
for a historic house ranged from 40 to 80 percent, with an average savings of 49 
percent.2 

Although there are few exact numbers, a survey in 1995 found that 39 cities were 
writing Mills Act contracts with a total of 119 statewide. Currently there are an 
estimated 89 cities and 1,662 Mills Act contracts statewide according to the 
California Office of Historic Preservation. The number of contracts provided is the 

The actual legisialion is contained in the California Revenue and Taxation Code, Article 1.9, Sections 
439 - 439.4 and the California Government Code, Article 12, Sections 50280 - 50290. 

1 There is an extensive literature on how environmental issues (such as air quality, water quality and 
undesirable land uses) on housing values. For a survey of the literature, see Boyle and Kiel (2001). 
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lower bound of the actual number of contracts as there is no enforcement to insure 
that all contracts are recorded with the State of California. The City of San Diego 
has by far the largest number of Mills Act contracts with more than 650 structures 
covered. The City of Los Angeles is second with around 200 contracts. The City of 
Anaheim is third with approximately 125 contracts. 

The City of San Diego's experience is probably similar to that of most other cities 
and counties operating under the Mills Act. The City of San Diego did not start 
writing Mills Act contracts until 1995, though the Historical Resources Board has 
been assigning historic designations since 1967. Figure 1 shows the relationship 
between the number of Mills Act contracts written each year since 1995 as well as 
the median housing price for San Diego. Not surprisingly, the City of San Diego 
experienced a large upswing in the number of Mills Act contracts in the late 1990's 
as housing prices started to soar. As with many cities, the City of San Diego has 
been experiencing financial difficulties since 2002. This has led to a backlog of over 
100 structures waiting to be evaluated for historic significance. 

Figure i 
Median Housing Price - Cily of San Diego 

Number of New Mills Acl Contracts- City ofT San Diego 

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 

-6— Median Price (000's) —O— U of Mills Contracls 

This paper investigates the impact of historic designation on single-family housing 
values by estimating the price differential between houses covered by Mills Act 
contracts and those with comparable attributes but without the designation. The rest 
of the paper is organized as follows. The next section reviews the literature on 
historic designation and its effect on property values. The following two sections 
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discuss the methodology and data used in the analysis. Empirical results are then 
presented, followed the conclusion. 

2. Literature Review 

California's approach to historic preservation through tax benefits to specific 
properties through the Mills Act is very unusual. In other jurisdictions, the typical 
scenario is for a local historic resources board to identify a geographic area as a 
historic district. All buildings within that district then have the same level of 
protection, benefits and constraints. The issue then becomes whether the creation of 
a historic district with positive externalities arising from a consistent historic "look" 
outweigh the costs associated with limitations placed on remodeling and 
redeveiopment of housing stock within Che district. The previous literature on the 
value of historic designation has focused for the most part on analyzing this type of 
historic designation. 

Asabere et al. (1989) provide one of the first studies of the effect of architecture and 
historic zoning on housing value. Looking at the town of Newburyport in 
northeastern Massachusetts, the authors estimate the impact of both type of 
architecture and historic zoning district on the va]ue of 520 housing units over a 
three-year period. Using hedonic regression analysis, Asabere et al. identify eight 
possible functional forms for housing value. Their results suggest that architectural 
style does have a positive and significant effect on housing values, with buyers 
willing to pay premiums for older homes built in the colonial, federal, garrison and 
Victorian styles. However, location in die historic district does not seem to convey 
any added value to the housing price in and of itself. The results suggest that 
hisioric district location is positive and significant in only one of their eight 
specifications. 

The effect of historic designation on property values is examined by Ford (1989) 
using data from Baltimore, Maryland. The City of Baltimore has approached 
historic designation by creating historic districts. A total of fiffeen such districts 
were created between 1964 and 1985. By examining housing prices in both 1980 
and 1985, Ford tests two major hypotheses. She finds that the prices of houses in 
areas that will eventually be designated historic districts are not significantly 
different from those in non-historic districts. However, her results suggest that 
houses within designated historic districts do command a premium. Furthermore, 
Ford tests whether the appreciation in housing prices were greater the longer the 
property had been in a historic district. Interestingly, Ford finds no evidence to 
dispute the hypothesis that the value of historic designation is capitalized into the 
price of the structure upon designation. 

Coffin (1989) examines the issue of historic district valuation using Aurora and 
Elgin, Illinois: two western suburban cities of Chicago. Coffin's sample includes 
120 sales of homes in Elgin, of which 47 are in the historic district, and 243 units in 
Aurora, 62'of which are in the historic district. Coffin asserts that location in the 
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historic district increases housing price by 6-7%. However, his results are at the 
extreme edge of typically accepted statistical significance. For Aurora, he modified 
his designation of historic significance to identify the historic district homes that are 
located in low-income Census tracts. This surely increased the significance of the 
historic district variable as historic designation in a low-income neighborhood sends 
an additional signal about housing stock quality. 

Asabere and Huffman (1991) take an innovative approach by examining the effect 
that historic designation has on undeveloped land. Using data from Philadelphia, the 
authors identify 100 transactions involving vacant land sales over the years 1987 to 
1989. Their use of Philadelphia as a case study is significant as Philadelphia has 
limited its ability to designate hisioric sites solely to specific structures. Therefore, 
all historic districts within Philadelphia are federally created. Under the federal 
framework, any development of vacant land need only meet local requirements. 
This implies that there are no additional constraints on developmenl of vacant land 
in these historic districts. Not surprisingly, this lack of constraints leads to a much 
higher valuation of the land in these districts. The authors estimate that vacant land 
for residential purposes is valued 131% higher in historic districts. They also find 
no significant difference in the valuation of nonresidential properties. 

Asabere and Huffrnan (1994) extend their work in Philadelphia to estimate the effect 
of historic district designation to developed residential property. The authors 
identify a sample of 120 houses that are sold over the period of 1986 to 1990. The 
authors find that houses sold in federally designated historic districts command a 
premium of approximately 26%. This benefit is not dependent on any investment 
tax credits that are typically associated with structures in federally designated 
historic district. 

Clark and Herrin (1997) examine the effect of historic preservation districts in the 
city of Sacramento, California over the years 1990-1994. Sacramento has identified 
20 historic preservation districts. Over the study period the authors identify 683 
housing sales, of which 58 occurred in 6 of the districts. Using hedonic regression 
analysis, the authors find that houses within the districts sell for up to 17% more. 
From this, Clark and Herrin argue that the restrictions placed on housing 
redevelopment and rehabilitation in these districts is not particularly onerous. 

Abilene, Texas serves as the case study for Coulson and Leichenko (2001). Abilene 
is somewhat unusual in that historic designation is conferred on individual properties 
rather than historic districts. The authors use this distinction to estimate the value of 
historic designation on a particular property. They find that historic designation has 
a positive and significant impact on the value of a property. They estimate that 
historic designation brings about an increase in house value of approximately 17%. 
The authors attempt to disentangle the tax effects and whether the property in listed 
on a national registry with little success. In addition, the authors provide evidence 
that suggests that there is a positive externality associated with historic designation. 
The results suggest that for each additional historically designated house within the 
census tract, the value of a house in that census tract increases by 0.14%. 
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One possible drawback from the majority of the previously cited studies is the 
reliance on valuing historic designation within a particular market. Leichenko et al. 
(2001) use data from nine Texas cities to try to rectify this shortcoming. The cities 
in their sample follow one of three historic designation strategies. Some cities 
identify individual historic structures, other cities use only historic districts, and one 
city uses both approaches. The authors find that the value of historic designation 
increases property values from between 5 and 20 percent. The results were mixed 
regarding the valuation of national historic designation, state and local designation. 
In two cities, national historic designation significantly increases property values, 
while in another city the effect was not statistically significant. 

Two studies in Turkey indicate a growing international recognition of the 
importance of alternatives to state ownership of historically significant structures. 
Demet and Cengiz (2000) examine the options available to preserve and restore 
parts of the community of Bursa-Cumalikizik, Turkey. The authors recognize that 
the traditional approach of state directed rehabilitation and preservation is unlikely 
to succeed without active participation of the population within the district. 
Likewise, Akansel and Minez (2006) examine the same issues in the Kaleici region 
of Edirne, Turkey. Although the authors conclude that "funds providing financial 
support to the owners of these houses in the settlement should be set up in order to 
proiect these houses" (p. 10), they do not propose a system to achieve that goal. 

3. Methodology 

This study uses the hedonic price mods! developed by Rosen (1974) to measure the 
effect of tax savings from the Mills Act historic designation on single-family home 
values. This methodology is well developed and accepted in real estate and housing 
economics research. For example, it has been used to assess the impact of numerous 
factors on housing values, such as environmental issues,3 school quality,4 and 
special land uses.5 In the hedonic model, housing is considered a bundle of 
attributes, including site, structural, quality, location and market characteristics. The 
number and type of attributes embodied in a house distinguish it from other 
propenies and determine its value. 

Because housing attributes are not traded individually, the value of an attribute can 
not be directly observed. In order to estimate the value of each housing 
characteristic, multiple regression analysis is utilized. Suppose there are / site and 

There is an extensive literature on how environmental issues (such as air quality, water quality and 
undesiraWe land uses) on housing values. For asurvey of the literature, see Boyle and Kiel {2001), 
For example, see Mitchell (2000), and Clark and Herrin (2000). 
For example, Cchvs!!, Dehring and Lash (2000) investigate the impact of group homes on 
neighborhood propeny values; Carroll, Clauretie and Jensen (1996) study the effects of neighborhood 
churches on residential property values; and Irwin (2002) examines the influence of open space on 
residential housins values. 
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structural attributes, j location characteristics, and k market factors in the hedonic 
model, the semi-log regression equation can be written as: 

In(/>) = a + £/?, St + 2 ^ h + 2 > t Mk + e (1) 

where P is the sales price of a house, p, X and p are coefficients, and E is an error 
term. The coefficient of an attribute is interpreted as the percentage change in 
properly value given one unit increase in the attribute. In this study, a dummy 
variable is used to identify houses that are covered by Mills Act contracts. The 
coefficient of this variable represents the effect of historic designation on the value 
of a house. 

4. Data 

Data were collected on sales of single-family detached housing in zip. codes 92103 
and 92104 in San Diego, California from January I, 2000 through December 31, 
2006. The two zip codes were selected for several reasons. They contain some of 
San Diego's oldest neighborhoods and therefore have a relatively large proportion of 
historically designated homes. In fact, nearly 40% of the structures that are 
currently covered by Mills Act contracts in the City of San Diego are located in 
these two zip codes. The housing stock in the neighborhoods has sufficient variation 
in physical attributes to allow a meaningful hedonic analysis. Additionally, as these 
zip codes are contiguous, many of the neighborhood characteristics such as school 
quality, proximity to downtown and beaches, and crime rates do not vary greatly. 

During the seven-year period, 2,045 transactions of single-family residences with 
valid property information are retrieved from DataQuick's PropertyPro CDs. To 
ensure that the data reflects the housing market equilibrium and to prevent coding 
errors and non-arm's-length transactions from unduly influencing the analysis, a set 
of data cleansing criteria are utilized.7 Approximately 4.5% of the observations are 
excluded, resulting in a final dataset with 1,953 valid observations. Of these houses, 
25 had received historic designation by the City of San Diego and the owners had 
signed a Mills Act contract.8 Table 1 presents the descriptive statistics for the 

Transactions with missing data (such as sales price, lot size, squtire footage of living area, number of 
bathrooms, number of bedrooms, and year built) arc excluded. 
An observation is removed if one of the following criteria is met: 1) the year of sale is earlier than the 
year built, 2) the lot size is greater than an acre or less than 500 square feet, and 3) the number of 
bedrooms is greater than 5, The price per square foot (p/sf) is also taken into account to prevent coding 
errors and exclude non-arm's-length transactions. The average p/sf in the two zip codes during the 
study period is S432 with a standard deviation of $134. Observations with p/sf three standard 
deviations higher (S834) or lower ($30) than the average are also removed: 
The 25 properties covered by the Mills Act contracts represent 1.28% of the sample, while historically 
designated single-family houses in the two zip codes (261 properties) represent 1.24% of the stock of 
single-family housing. 
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dalaset, with Panel A showing the historically designated houses and Panel B the 
rest of the sample. 

Table 1 Descriptive Statistics 

Panel A Historically Designated Houses (n 

Variable 

Sales Price (000's) 

No. of Bedrooms 

No. of Bathrooms 

Living Area (ft2) • 

SQ FT of Lot 

U Garage Spaces 

Avail, of Pool 

Age of Property 

Mean 

833.2 

2.87 

1.70 

1,72 (.3 

7,043.! 

1.14 

0.00 

68.70 

=25) 

Std. Dev. 

365.3 

0.74 

0.64 

587.7 

4,446.1 

0.65 

0.00 

18.9! 

Min. 

333.0 

2.00 

1.00 

870 

4,500 

0.00 

O.OO 

5.00 

Max. 

1,850 

4.00 

3.50 

3,169 

24,829 

2.00 

0.00 

93.00 

Panel B T^on-historically designated houses (n-1,928) 

Variable Mean Std, Dev. Min. Max. 

Sales Price (OOO's) 

No. of Bedrooms 

No. of Bathrooms 

Living Area (ft2) 

SQ FT of Lot 

# Garage Spaces 

Avail. Pool 

Age of Property 

569,8 

2.59 

1.60 

1,367.1 

5,467.0 

1.22 

0.06 

67.01 

303.9 

0.78 

0.7.6 

655.1 

3,176.2 

0.72 

0.24 

18.98 

80.0 

1.00 

1.00 

405 

649 

0.00 

0.00 

0.00 

2,500 

5.00 

5.00 

5,790 

37,461 

5.00 

1.00 

102.00 

Somewhat surprisingly, the historically designated houses are not that much older 
than the other houses, with an average age of 68.7, compared to 67.0 for the rest of 
the sample. Overall, the historically designated houses are slightly larger (in terms 
of square footage, number of bedrooms/bathrooms, and lot size) and sell on average 
for $263,000 more than those without historic designation. 
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5. Model and Results 

The hedonic model (Equation 1) is estimated with the dataset to determine the 
implicit price of each housing attribute. In this study, site and structural attributes 
include the number of bedrooms, the number of bathrooms, the square footage of 
living area, size of lot, the number of garage spaces, availability of a swimming 
pool, and the age of the property. To control for neighborhood effects within the 
two zip codes, a set of 24 dummy variables are employed to represent the census 
tract in which a property is located. As the San Diego housing market experienced 
remarkable appreciation during the study period, a group of dummy variables that 
indicate the quarter in which a transaction occurred is also included to take into 
account the housing market trend. Additionally, a dummy variable is used to 
identify houses with historic designation. The value of the variable is one for houses 
that are covered by Mills Act contracts, and zero otherwise. The coefficient of this 
variable indicates the impact of historic designation on the value of a house, after 
other housing attributes have been controlled for. 

Table 2 presents the estimation results of two hedonic models,9 Model 1 uses the 
log of sales price as the dependent variable. The model has a strong explanatory 

.power with an adjusted R2 of 83.2%. Most site and structural variables'Carry the 
expected sign and are statistically significant. For example, adding 100 square feet 
of living space increases the housing value by approximately 2.7%, and each 
additional bedroom adds 3.2% value to the house. The coefficient of property age is 
positive, suggesting that buyers in this market are willing to pay more for older 
houses; however, the difference is not statistically insignificant. 

Due to the large number of variables, parameter estimates of the census tract and quarter 
dummy variables are not presented in the table, but are available from the authors. 
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Table 2 Estimation Results of Hedonic Model (n = 1,953) 

Variable 

Model 1: Semi-log Form 

Coefficients t value 

Intercept 

No. of Bedrooms 

No. of Bathrooms 

SQ FT of Living Area (IO'3) 

SQFTofLotOO"3) 

No. of Garage Spaces 

Availability of Pool 

Age of Properly (IO"3) 

Historic Designation 

11.9277 

0.0317 

0.0181 

0.2724 

0.0076 

0.0340 

0.0851 

0,3214 

0.1484 

77.92 

3.85 

1.75 

18.95 

4.41 

4.86 

4.27 

Ll l 

3.44 

Adjusted R2 0.8322 

Model 2: Linear Form 

Variable Coefficients t value 

Intercept 

No. of Bedrooms 

No. of Bathrooms 

SQ FT of Living Area (IO'3) 

SQFTofLotflO"3) 

No. of Garage Spaces 

Availability of Pool 

Age of Property (10"3) 

Historic Designation 

1 0 ^ , H J 1 

567.70 

26,669 

220.12 

5.88 

11,036 

82,538 

102.71 

120,985 

0.10 

3.80 

22.64 

5.02 

2.33 

6.12 

0.53 

4.15 

Adjusted R2 0.7995 

The variable of interest is the dummy variable for Mills Act historic designation. 
The variable has a coefficient of 0.1484 and a t-value of 3.44. This result reveals 
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that historic designation and the corresponding Mills Act contract increase the value 
of a single-family home by approximately 16,0%.iC 

A number of additional tests are performed to assess the robustness of the empirical 
results. The variance inflation factor (VIF) is used to ensure that the estimation 
results are not affected by multicollinearity. Several different model specifications 
(for example, log and quadratic forms for property age and lot size) are also 
considered. The magnitude and significance level of the Mills Act variable remains 
virtually unchanged. Additionally, a linear form regression (where the sales price is 
the dependent variable) is estimated. The coefficient of the Mills Act variable is 
again positive and highly significant (see Model 2 in Table 2). These tests confirm 
that with physical attributes, housing market trends, and neighborhood effects all 
controlled for, the historic designation significantly increases the value of a property. 

6. Conclusion 

The State of California enacted the Mills Act in 1972. This program provides 
owners of historic buildings a reduction in property taxes in return for an agreement 
to not alter the exterior fa9ade- of the designated building. This paper studies the 
impact of such historic designation on the value of single-family homes. Using 
hedonic regression analysis and housing transactions in San Diego between 2000 
and 2006, the study estimates the price differential between houses with Mills Acl 
historic designation and comparable houses without the designation. The empirical 
findings suggest that the historic designation results in a 16 percent increase in 
housing value. 

Theory suggests that the value of any tax benefits should be capitalized into the 
price of the home.- The degree to which this benefit is not fully capitalized 
represents a cost to the homeowner for agreeing not to alter the building; on the 
other hand, a price differential exceeding the capitalized tax benefit implies value in 
the historic designation itself. In San Diego the tax savings on houses that are 
covered by Mills Act contracts range from 40 to 80 percent, with an average of 49 
percent. Given a one-percent property tax rate, the price differential identified in 
the empirical analysis is likely to be higher than the capitalization of property tax 
savings. Further research with more detailed data is necessary to investigate the' 
sources of the additional value. 

The importance of historic preservation has received growing international 
recognition and many countries have developed programs to provide tax incentives. 
Traditional approaches have consisted primarily of either public ownership of the 
structures or the creation of historic districts. California's approach to historic 
preservation through the Mills Act provides an alternative model. Communities 

10 For a dummy variable, the percentage effect is equal to {Exp(c)-l), where c is the parameter estimate 
of the dummy variable (see Halvorsen and Palmquist, 1980). 
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gain by making sure historically significant structures are preserved while the 
owners of those structures are compensated with tax savings and higher property 
values. The level of participation in the Mills Act program indicates that it has been 
successful in encouraging'the owners of historically significant structures to 
preserve and maintain their buildings. The Mills Act can therefore serve as a 
template of how historic preservation may be achieved elsewhere in the United 
States as well as intemationally. 
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1. Introduction 

In 1972 the State of California passed a law that since has become known as the 
Mills Act,1 named after the author of the legislation, California State senator James 
R. Mills. Before becoming a state senator, James Mills had made his name in San 
Diego as a historian, author and preservationist. The primary purpose of the act was 
to provide incentives for property owners to preserve and rehabilitate historically 
significant structures. The Mills Act allows for cities and counties to create 
programs designed to aid in the historic preservation of structures. .The program 
allows for a reduction in property taxes on historically designated properties in 
return for a commitment by the owners of the property to maintain the property 
without significantly altering its appearance. 

The details of the Mills Act require a participating local government to enter into a 
contract with the owner of the historic building. This contract has several key 
features. The contract is valid for ten years, and is automatically renewed annually, 
unless notice to cancel is given by either party, in which case, the contract will lapse 
at the end of the ten years. Under the terms of the contract, the property owner 
agrees to maintain and rehabilitate, if necessary, the external facade of the structure. 
In return, the property tax for the structure is reduced. 

In general, property taxes in California are calculated at approximately one percent 
of the tax basis of a property. Upon the sale of the property (or significant 
alteration), the tax basis is adjusted to full market value; however, Proposition 13 
limits the annual increase in property taxes to a maximum of two percent in a year 
when the property is not sold. Under the Mills Act, the tax basis for the property is 
based either on the income produced by the building for rented structures, or the 
income producing potential for owner-occupied structures. This income stream is 
then converted into a value for the structure based on a capitalization rate set by the 
county assessor's office. This imputed value then becomes the tax basis for the 
purposes of property tax assessment. The City of San Diego examined the savings 
to homeowners due to Mills Act contracts in 2005. For each property covered by 
Mills Act contracts, the City estimated the difference between what the property 
owners were paying, and what they would have had to pay without the benefit of the 
Mills Act contract. The property tax savings from entering into a Mills Act contract 
for a historic house ranged from 40 to 80 percent, with an average savings of 49 
percent.2 

Although there are few exact numbers, a survey in 1995 found that 39 cities were 
writing Mills Act contracts with a total of 119 statewide. Currently there are an 
estimated 89 cities and 1,662 Mills Act contracts statewide according to the 
California Office of Historic Preservation. The number of contracts provided is the 

The actual legislation is contained in the California Revenue and Taxation Code, Article 1.9, Sections 
439 - 439.4 and the California Govemmem Code, Article 12, Sections 50280 - 50290. 

2 There is an extensive literature on how environmental issues (such as air quality, water quality and 
undesirable land uses) on housing values. For a survey of the literature, see Boyle and Kiel (2001). 
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lower bound of the actual number of contracts as there is no enforcement to insure 
that all contracts are recorded with the State of California. Tlie City of San Diego 
has by far the largest number of Mills Act contracts with more than 650 structures 
covered. The City of Los Angeles is second with around 200 contracts. The City of 
Anaheim is third with approximately 125 contracts, 

The City of San Diego's experience is probably similar to that of most other cities 
and counties operating under the Mills Act. The City of San Diego did not start 
writing Mills Act contracts until 1995, though the Historical Resources Board has 
been assigning historic designations since 1967. Figure 1 shows the relationship 
between the number of Mills Act contracts written each year since 1995 as well as 
the median housing price for San Diego. Not surprisingly, the City of San Diego 
experienced a large upswing in the number of Mills Act contracts in the late 1990's 
as housing prices started to soar. As with many cities, the City of San Diego has 
been experiencing financial difficulties since 2002. This has led to a backlog of over 
100 structures waiting to be evaluated for historic significance. 

Figure I 
Median Housing Price - City of San Diego 

Number of New Mills Act Contracts - City off San Diego 

1 1 1 1 1 1 

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 

• Median Price {000's) —O— # of Mills Contracls 

This paper investigates the impact of hisioric designalion on single-family housing 
values by estimating the price differential between houses covered by Mills Act 
contracts and those with comparable attributes but without the designation. The rest 
of the paper is organized as follows. The next section reviews the literature on 
historic designation and its effect on property values. The following two sections 
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discuss the methodology and data used in the analysis. Empirical results are then 
presented, followed the conclusion. 

2. L i t e r a t u r e Review 

California's approach to historic preservation through tax benefits to specific 
properties through the Mills Act is very unusual. In other jurisdictions, the typical 
scenario is for a local historic resources board to identify a geographic area as a 
hisioric district. All buildings within that district then have the same level of 
protection, benefits and constraints. The issue then becomes whether the creation of 
a historic district with positive externalities arising from a consistent historic "look" 
outweigh the costs associated with limitations placed on remodeling and 
redevelopment of housing stock within the district. The previous literature on the 
value of historic designation has focused for the most part on analyzing this type of 
historic designation. 

Asabere et al. (1989) provide one of the first studies of the effect of architecture and 
historic zoning on housing value. Looking at the town of Newburyport in 
northeastern Massachusetts, the authors estimate the impact of both type of 
architecture and historic zoning district on the value of 520 housing units over a 
three-year period. Using hedonic regression analysis, Asabere et al. identify eight 
possible functional forms for housing value. Their results suggest that architectural 
style does have a positive and significant effect on housing values, with buyers 
willing to pay premiums for older homes built in the colonial, federal, garrison and 
Victorian styles. However, location in the historic district does not seem to convey 
any added value to the housing price in and of itself. The results suggest that 
historic district location is positive and significant in only one of their eight 
specifications. 

The effect of historic designation on property values is examined by Ford (1989) 
using data from Baltimore, Maryland. The City of Baltimore has approached 
historic designation by creating historic districts. A total of fifteen such districts 
were created between 1964 and 1985. By examining housing prices in both 1980 
and 1985, Ford tests two major hypotheses. She finds that the prices of houses in 
areas that will eventually be designated historic districts are not significantly 
different from those in non-historic districts. However, her results suggest that 
houses within designated historic districts do command a premium. Furthermore, 
Ford tests whether the appreciation in housing prices were greater the longer the 
property had been in a historic district. Interestingly, Ford finds no evidence to 
dispute the hypothesis that the value of hisioric designation is capitalized into the 
price of the structure upon designation. 

Coffin (1989) examines the issue of historic district valuation using Aurora and 
Elgin, Illinois: two western suburban cities of Chicago. Coffin's sample includes 
120 sales of homes in Elgin, of which 47 are in the historic district, and 243 units in 
Aurora, 62 of which are in the historic district. Coffin asserts that location in the 
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historic district increases housing price by 6-7%. However, his results are at the 
extreme edge of typically accepted statistical significance. For Aurora, he modified 
his designation of historic significance to identify the historic district homes that are 
located in low-income Census tracts. This surely increased the significance of the 
historic district variable as historic designation in a low-income neighborhood sends 
an additional signal about housing stock quality. 

Asabere and Huffman (1991) take an innovative approach by examining the effect 
that historic designation has on undeveloped land. Using data from Philadelphia, the 
authors identify 100 transactions involving vacant land sales over the years 1987 to 
1989. Their use of Philadelphia as a case study is significant as Philadelphia has 
limited its ability to designate historic sites solely to specific structures. Therefore, 
all historic districts within Philadelphia are federally created. Under the federal 
framework, any development of vacant land need only meet local requirements. 
This implies that there are no additional constraints on developmenl of vacant land 
in these historic districts. Not surprisingly, this lack of constraints leads to a much 
higher valuation of the land in these districts. The authors estimate that vacant land 
for residential purposes is valued 131% higher in historic districts. They also find 
no significant difference in the valuation of nonresidential properties. 

Asabere and Huffrnan (1994) extend their work in Philadelphia to estimate the effect 
of historic district designalion to developed residential property. The authors 
identify a sample of 120 houses that are sold over the period of 1986 to 1990. The 
authors find that houses sold in federally designated historic districts command a 

•premium of approximately 26%. This benefit is not dependent on any investment 
tax credits that are typically associated with structures in federally designated 
historic district. 

Clark and Herrin (1997) examine the effect of historic preservation districts in the 
city of Sacramento, California over the years 1990-1994. Sacramento has identified 
20 historic preservation districts. Over the study period the authors identify 683 
housing sales, of which 58 occurred in 6 of the districts. Using hedonic regression 
analysis, the authors find that houses within the districts sell for up to 17% more. 
From this, Clark and Herrin argue that the restrictions placed on housing 
redevelopment and rehabilitation in these districts is not particularly onerous. 

Abilene, Texas serves as the case study for Coulson and Leichenko (2001). Abilene 
is somewhat unusual in that hisioric designalion is conferred on individual properties 
rather than historic districts. The authors use this distinclion to estimate the value of 
historic designation on a particular property. They find that historic designation has 
a positive and significant impact on the value of a property. They estimate that 
historic designation brings about an increase in house value of approximately 17%. 
The authors attempt to disentangle the tax effects and whether the property in listed 
on a national registry with little success. In addition, the authors provide evidence 
that suggests that there is a positive externality associated with hisloricdesignation. 
The results suggest that for each additional historically designated house within the 
census tract, the value of a house in that census tract increases by 0.14%. 
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One possible drawback from the majority of the previously cited studies is the 
reliance on valuing historic designation within a particular market. Leichenko et al. 
(2001) use data from nine Texas cities lo try to rectify this shortcoming. The cities 
in their sample follow one of three historic designation strategies. Some cities 
identify individual historic structures, other cities use only historic districts, and one 
city uses both approaches. The authors find that the value of historic designation 
increases property values from between 5 and 20 percent. The results were mixed 
regarding the valuation of national historic designation, state and local designation. 
In two cities, national historic designation significantly increases property values, 
while in another city the effect was not statistically significant. 

Two studies in Turkey indicate a growing international recognition of the 
importance of alternatives to state ownership of historically significant structures. 
Demet and Cengiz (2000) examine the options available to preserve and restore 
parts of the community of Bursa-Cumalikizik, Turkey. The authors recognize that 
the traditional approach of state directed rehabilitation and preservation is unlikely 
to succeed without active participation of the -population within the district. 
Likewise, Akansel and Minez (2006) examine the same issues in the Kaleici region 
of Edime, Turkey. Although the authors conclude that "funds providing financial 
support to the owners of these houses in the settlement should be set up in order to 
protect these houses" (p. 10), they do not propose a system to achieve that goal. 

3. Me thodo logy 

This study uses the hedonic price model developed by Rosen (1974) to measure the 
effect of tax savings from the Mills Act historic designation on single-family home 
values. This methodology is well developed and accepted in real estate and housing 
economics research. For example, it has been used to assess the impact of numerous 
factors on housing values, such as environmental issues, school quality, and 
special land uses.5 In the hedonic model, housing is considered a bundle of 
attributes, including site, structural, quality, location and market characteristics. The 
number and type of attributes embodied in a house distinguish it from other 
properties and determine its value. 

Because housing attributes are not traded individually, the value of an attribute can 
not be directly observed. In order to estimate the value of each housing 
characteristic, multiple regression analysis is utilized. Suppose there are / site and 

There is an extensive literature on how environmental issues (such as air quality, water quality and 
undesirable land uses) on housing values. For a survey of the literature, see Boyle and Kiel (2001). 
For example, see Mitchell (2000), and Clark and Henin (2000). 
For example, Colwell, Dehring and Lash (2000) investigate the impact of group homes on 
neighborhood property values; Carroll, Clauretie and Jensen (1996) study the effects of neighborhood 
churches on residential property values; and Irwin (2002) examines the influence of open space on 
residential housing values. 
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structural attributes, j location characteristics, and k market factors in the hedonic 
model, the semi-log regression equation can be written as: 

t ; * 

ln(/>) = a + £/7,S/ + X > , L J + I > ^ + ̂  0) 

where P is the sales price of a house, /7, A and ft are coefficients, and E is an error 
term. The coefficient of an attribute is interpreted as the percentage change in 
property value given one unit increase in the attribute. In this study, a dummy 
variable is used to identify houses that are covered by Mills Act contracts. The 
coefficient of this variable represents the effect of historic designation on the value 
of a house. 

4. Data 

Data were collected on sales of single-family detached housing in zip codes 92103 
and 92104 in San Diego, California from January 1, 2000 through December 31, 
2006. The two zip codes were selected for several reasons. Tney contain some of 
San Diego's oldest neighborhoods and therefore have a relatively large proportion of 
historically designated homes. In fact, nearly 40% of the structures that are 
currently covered by Mills Act contracts in the City of San Diego are located in 
these two zip codes. The housing stock in the neighborhoods has sufficient variation 
in physical attributes to allow a meaningful hedonic analysis. Additionally, as these 
zip codes are contiguous, many of the neighborhood characteristics such as school 
quality, proximity to downtown and beaches, and crime rates do not vary greatly. 

During the seven-year period, 2,045 transactions of single-family residences with 
valid property information are retrieved from DataQuick's PropertyPro CDs.6 To 
ensure that the data reflects the housing market equilibrium and to prevent coding 
errors and non-arm's-length transactions from unduly influencing the analysis, a set 
of data cleansing criteria are utilized.7 Approximately 4.5% of the observations are 
excluded, resulting in a final dataset with 1,953 valid observations. Of these houses, 
25 had received historic designation by the City of San Diego and the owners had 
signed a Mills Act contract.8 Table 1 presents the descriptive statistics for the 

Transactions with missing data (such as sales price, lot size, square footage of living area, number of 
bathrooms, number of bedrooms, and year built) are excluded. 
An observation is removed if one of the following criteria is met: 1) the year of sale is earlier than the 
year built, 2) the lot size is greater than an acre or less than 500 square feet, and 3) the number of 
bedrooms is greater than 5. The price per square foot (p/sQ is also taken into account to prevent coding 
errors and exclude non-arm's-length transactions. The average p/sf in the two zip codes during the 
study period is $432 with a standard deviation of $134. Observations with p/sf three standard 
deviations higher ($834) or lower ($30) than the average are also removed. 
The 25 properties covered by the Mills Act contracts represent 1.28% of the sample, while historically 
designated single-family houses in the two zip codes (261 properties) represent 1.24% of the stock of 
single-family housing. 
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dataset, with Panel A showing the historically designated houses and Panel B the 
rest of the sample. 

Table 1 Descriptive Statistics 

Panel A Historically Designated Houses (n 

Variable 

Sales Price (OOO's) 

No. of Bedrooms' 

No. of Bathrooms 

Living Area (ft2) 

SQ FT of Lot 

# Garage Spaces 

Avail, of Pool 

Age of Property 

Mean 

833.2 

2.87 

1.70 

1,721.3 

7,043.1 

1.14 x 

0.00 

68.70 

=25) 

Std. Dev. 

365.3 

0.74 

0.64 

587.7 

4,446.1 

0.65 

0.00 

18.91 

Min. 

333.0 

2.00 

1.00 

870 

4,500 

0.00 

0.00 

• 5.00 

Max. 

1,850 

4.00 

3.50 

3,169 

24,829 

2.00 

0.00 

93.00 

Panel B Non-historically designated houses (n=2,928) 

Variable Mean Std. Dev. Min. Max. 

Sales Price (OOO's) 

No. of Bedrooms 

No. of Bathrooms 

Living Area (ft2) 

SQ FT of Lot 

# Garage Spaces 

Avail. Pool 

Age of Property 

569.8 

2.59 

1.60 

1,367.1 

5,467.0 

1.22 

0.06 

67.01 

303.9 

0.78 

0.76 

655.1 

3,176.2 

0.72 

0.24 

18.98 

80.0 

1.00 

1.00 

405 

649 

0.00 

0.00 

0.00 

2,500 

5.00 

5.00-

5,790 

37,461 

5.00 

1.00 

102.00 

Somewhat surprisingly, the historically designated houses are not that much older 
than the other houses, with an average age of 68.7, compared lo 67.0 for the rest of 
the sample. Overall, the historically designated houses are slightly larger (in terms 
of square footage, number of bedrooms/bathrooms, and lot size) and sell on average 
for $263,000 more than those without historic designation. 
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5. Model and Results 

The hedonic model (Equation 1) is estimated with the dataset to determine the 
implicit price of each housing attribute. In this study, site and structural attributes 
include the number of bedrooms, the number of bathrooms, the square footage of 
living area, size of lot, the number of garage spaces, availability of a swimming 
pool, and the age of the property. To control for neighborhood effects within the 
two zip codes, a set of 24 dummy variables are employed to represent the census 
tract in which a property is located. As the San Diego housing market experienced 
remarkable appreciation during the study period, a group of dummy variables that 
indicate the quarter in which a transaction occurred is also included to take into 
account the housing market trend. Additionally, a dummy variable is used to 
identify houses with historic designation. The value of the variable is one for houses 
that are covered by Mills Act contracts, and zero otherwise. The coefficient of this, 
variable indicates the impact of historic designation on the value of a house, after 
other housing attributes have been controlled for. 

Table 2 presents the estimation results of two hedonic models.9 Model 1 uses the 
log of sales price as the dependent variable. The model has a strong explanatory 
power with an adjusted R2 of 83.2%. Most site and structural variables carry the 
expected sign and are statistically significant. For example, adding 100 square feet 
of living space increases the housing value by approximately 2.7%, and each 
additional bedroom adds 3.2% value to the house. The coefficient of property age is 
positive, suggesting that buyers in this market are willing to pay more for older 
houses; however, the difference is not statistically insignificant. 

Due to the large number of variables, parameter estimates of the census tract and quarter 
dummy variables are not presented in the table, but are available from the authors. 



92 Narwold, Sandy and Tu 

Table 2 Estimation Results of Hedonic Model (n = 1,953) 

Variable 

Model 1: Semi 

Coefficients 

11.9277 

0.0317 

0.0181 

0.2724 

0.0076 

0.0340 

0.0851 

0.3214 

0.1484 

-log Form 

t value 

77.92 

3.85 

1.75 

18.95 

4.41 

4.86 

4.27 

1.11 

3.44 

Intercept 

No. of Bedrooms 

No. of Bathrooms 

SQ FT of Living Area (IO3) 

SQFTofLotOO-3) 

No. of Garage Spaces 

Availability of Pool 

Age of Property (10-3) 

Historic Designation 

* j ; — . . _ j n 2 
^\UJUSieu l \ 

Model 2: Linear Form 

Variable Coefficients 

154,431 

567.70 

26,669 

220.12 

5.88 

11,036 

82,538 

102.71 

120,985 

t value 

1.49 

0.10 

3.80 

22.64 

5.02 

2.33 

6.12 

0.53 

4.15 

Intercept 

No. of Bedrooms 

No. of Bathrooms 

SQ FT of Living Area (!0'3) 

SQFTofLotOO-3) 

No. of Garage Spaces 

Availability of Pool 

Age of Property (IO3) 

Historic Designation 

Adjusted R2 0.7995 

The variable of interest is the dummy variable for Mills Act historic designation. 
The variable has a coefficient of 0.1484 and a t-value of 3.44. This result reveals 
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that historic designation and the corresponding Mills Act contract increase the value 
of a single-family home by approximately 16.0%.10 

A number of additional tests are performed to assess the robustness of the empirical 
results. The variance inflation factor (VIF) is used to ensure that the estimation 
results are not affected by multicollinearity. Several different model specifications 
(for example, log and quadratic forms for property age and lot size) are also 
considered. The magnitude and significance level of the Mills Act variable remains 
virtually unchanged. Additionally, a linear form regression (where the sales price is 
the dependent variable) is estimated. The coefficient of the Mills Act variable is 
again positive and highly significant (see Model 2 in Table 2). These tests confirm 
that with physical attributes, housing market trends, and neighborhood effects all 
controlled for, the historic designalion significantly increases the value of a property. 

6. Conclusion 

The State of California enacted the Mills Act in 1972. This program provides 
owners of historic buildings a reduction in property taxes in return for an agreement 
to not aiter tne exterior la^aue oi tne uesignateu uuiiuing. inis paper stuuies tue 
impact of such historic designation on the value of single-family homes. Using 
hedonic regression analysis and housing transactions in San Diego between 2000 
and 2006, the study estimates the price differential between houses with Mills Act 
historic designation and comparable houses without the designation. The empirical 
findings suggest that the historic designation results in a 16 percent increase in 
housing value. 

Theory suggests that the value of any tax benefits should be capitalized into the 
price of the home. The degree' to which this benefit is not fully capitalized 
represents a cost to the homeowner for. agreeing not to alter the building; on the 
other hand, a price differential exceeding the capitalized tax benefit implies value in 
the historic designation itself. In San Diego the tax savings on houses that are 
covered by Mills Act contracts range from 40 to 80 percent, with an average of 49 
percent. Given a one-percent property tax rate, the price differential identified in 
the empirical analysis is likely to be higher than the capitalization of property tax 
savings. Further research with more detailed data is necessary to investigate the 
sources of the additional value. 

The importance of historic preservation has received growing international 
recognition and many countries have developed programs to provide tax incentives. 
Traditional approaches have consisted primarily of either public ownership of the 
structures or the creation of historic districts. California's approach to historic 
preservation through the Mills Act provides an alternative model. Communities 

For a dummy variable, the percentage efTect is equal to {Exp(c)-!), where c is the parameter estimate 
of Ihe dummy variable {see Halvorsen and Palmquist, 1980). 
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gain by making sure historically significant structures are preserved while the 
owners of those structures are compensated with tax savings and higher properly 
values. The level of participation in the Mills Act program indicates that it has been 
successful in encouraging the owners of historically significant structures to 
preserve and maintain their buildings. The Mills Act can therefore serve as a 
template of how historic preservation may be achieved elsewhere in the United 
States as well as intemationally. 
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